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CITY OF LODI 
INFORMAL INFORMATIONAL MEETING 

"SHIRTSLEEVE" SESSION 
CARNEGIE FORUM, 305 WEST PINE STREET 

TUESDAY, NOVEMBER 22, 2005 
 
 
An Informal Informational Meeting ("Shirtsleeve" Session) of the Lodi City Council was held Tuesday, 
November 22, 2005, commencing at 7:02 a.m. 
 
A. ROLL CALL 

Present: Council Members – Hansen, Hitchcock, Johnson, and Mayor Beckman 

 Absent:  Council Members – Mounce 

Also Present: City Manager King, City Attorney Schwabauer, and Deputy City Clerk Perrin 
 
B. TOPIC(S) 
 

B-1 “Utilities Quarterly Update” 
 

Finance Director Krueger briefly reviewed the financial condition of the three utilities, i.e. 
electric, water, and wastewater, for the period of 2003 to 2005 (filed). 
 

In response to Council Member Hansen, Mr. Krueger explained that the larger the ratio 
number, the better.  The ratio is the relationship between the current assets (i.e. resources 
that can be used within a short period of time) and current liabilities.  Mr. Krueger stated 
that the City does not have a goal or objective in terms of what the ratio should be.   
 

City Manager King reminded Council that Mr. Krueger previously presented a comparison of 
ratios from a random selection of Northern California Power Agency members, and Lodi 
Electric was the furthest behind.  A standard of comparison is only meaningful if there is a 
standard against which to measure, such as a risk management policy where the City 
would assess its risk and aid in the condition of the Utility. 
 

Mr. Krueger added that there needs to be a regular review and comparison of how the City 
is doing on a plan basis against the actual results of performance.  For example, if the 
strategy is to buy energy on the spot market because of the volatility and price, a higher 
current ratio would be necessary to effectuate that policy.  On the other hand, if the risk 
policy establishes longer-term purchases, there is less of a need for a high current ratio.  
There are three factors that go into basic analysis of financial condition: quality, quantity of 
the service being provided, and the price at which it is being provided.  The derivative of this 
analysis is that, if the City is paying more for energy than what it is charging the 
customers, the factor results in the current ratio going down over time.  When the City 
borrows money, the objective should be that it use the proceeds to either buy assets that 
afford it the opportunity to provide more (or better quality) service or to provide services at 
less of a cost.  The bottom line ratio is the debt to equity ratio, and a higher ratio indicates 
that a lot of money was borrowed without the return.   
 

Mayor Pro Tempore Hitchcock questioned why the water fund debt went from $25 million in 
2004 to $5 million in 2005, to which Mr. Krueger responded that when the case with 
Lehman Brothers was settled, it reduced the outstanding debt, thereby improving the debt 
equity ratio in the water fund.  The increase from 2003 to 2004 in the wastewater fund was 
for a large debt issuance done at the end of 2004. 
 
City Manager King stated that quarterly reports are common among electric utilities and he 
pointed to the Palo Alto report in the Council’s packet (filed) as one example.  There is an 
extensive process that utilities go through, which involves Council and staff. 
 
Council Member Hansen expressed his opinion that he would like to see more of a graphic 
presentation to demonstrate at a glance what the standard and the measurements are, 
after which the numbers could be analyzed in more detail.   



Continued November 22, 2005 
 

2 

Mayor Pro Tempore Hitchcock countered that she is more interested in seeing the 
numbers, as it better shows the entire picture.  Additionally, she would like to see a longer 
period of comparison, not just three years. 
 

Manager of Electric Services, Mel Grandi, stated that staff is exploring methods of reporting 
and is continuing to work on the risk policy.  Additionally, staff is developing a five-year 
capital improvement spending plan; most, if not all, of which will come from bond proceeds.  
During the development of this plan, attention will be given to major projects that are 
valuable and that generate revenue or additional reliability to the City on a long-term basis.  
Because of the geyser unit going off-line, the City has a net open position for the month of 
December.  Currently, the cash value is approximately $1.2 million through the end of June.  
The City’s target is a 95% level, and it is in good condition at 93%.  The net open position 
for 2006-07 has not been purchased.  Staff is researching various alternatives for generation 
resources and pricing opportunities and will return to Council with options in the next few 
months.  Risk management plans in other utilities have typically taken two to three years to 
fully develop.  
 

Mayor Pro Tempore Hitchcock cautioned that the risk management plan not be so 
technical that it is difficult to understand and she hoped that once it is prepared staff would 
give a detailed presentation that would thoroughly explain the plan.  
 

City Manager King stated that there are some straightforward elements of a risk 
management plan, such as not vesting the authority to make power purchase decisions 
with one individual, describing a check and balance system, and not putting at risk any 
money beyond the ability of the utility to absorb a loss.  Some risk management plans 
establish proportion percentages on how much power to buy on the open market versus 
ownership capacity and some create an internal risk management committee, which 
reviews, independent of the Council, the financial condition of the utility. 
 

Council Member Johnson questioned what the City’s goal is to adequately control its 
exposure and to leverage the benefits between now and the time it takes to create a 
comprehensive risk management plan.  He suggested that plans from other cities be used 
in helping to design Lodi’s plan.   
 

Public Works Director Prima reported that the 2004-05 wastewater operating budget was $4 
million and it came in at $3.6 million.  With the exception of sanitary system maintenance, 
which was very close, all accounts were under budget.  The capital side is different in that it 
accounted for PCE/TCE for the first time in the amount of $800,000.  It has been an issue 
for the last few years of trying to fund the PCE/TCE battle without accounting for it in the 
budget.  The budget ultimately came in at $1.9 million, which was managed by offsetting on 
the capital side and deferring projects.  The water operating budget was $4 million and it 
came in at approximately $3.4 million.  With the exception of distribution system 
maintenance, which was slightly over budget, everything was quite a bit below.  On the 
capital side, more money was spent on PCE/TCE than was budgeted, which was due 
mainly to legal expenses.   
 

There are currently seven vacancies in the water and wastewater utilities: 

• Water/Wastewater Superintendent, which may be filled next June.   

• Water Conservation Coordinator, which has been vacant for quite a few years.  The 
work is spread among other staff, as well as using part-time assistance, to keep the 
program functioning.   

• Senior Plant & Equipment Mechanic, which may change to a supervisor position in 
order to flatten the organization.   

• Two plant operators and a maintenance worker at the wastewater plant, which has 
been a challenge to the department as operators in the wastewater industry are getting 
more difficult to find and keep. 

• Management Analyst, which was budgeted for four years on a contract basis.  It is 
anticipated that this position will eventually be converted into full-time.   
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Other water and wastewater needs include: 

• Engineering positions budgeted in water and wastewater that typically work at City Hall 
are working at the Municipal Service Center with the operations staff.   

• Environmental compliance is an area that will receive more pressure from the state in 
the way of educational programs.   

• State certifications are constantly increasing and staff expects to see additional 
requirements for sewer workers and collection system maintenance workers.   

• Regional water supply activities. 
 
C. COMMENTS BY THE PUBLIC ON NON-AGENDA ITEMS 
 

None. 
 
D. ADJOURNMENT 
 

No action was taken by the City Council.  The meeting was adjourned at 7:55 a.m. 
 
       ATTEST: 
 
 
       Jennifer M. Perrin 
       Deputy City Clerk 
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City of Lodl - City Hall 
221 W. Pine Street 
Lodi, CA 95240 
Phone: (209) 333-6700 
Fax: (209) 333-6807 

TO: 

THROUGH: Blair King, City Manager 

FROM: Jim Krueger, Finance Director 

DATE: November 15,2005 

Honorable Members of the City Council 

SUBJECT: Financial Ratios for Utilitv Funds 

Attached is a brief financial analysis of the City’s three Utility Funds. This same 
type of analysis will be included in the future Quarterly reviews of these funds. 
These ratios are not exhaustive and there will be other analyses included in the 
future evaluations you will receive. 

The most recent three fiscal years ending June 30,2003,2004 and 2005 are 
included for your review. The analysis relates to only Balance Sheet accounts 
only and includes Asset , Liability and Equity ratios. Other relevant ratios 
including income related information will be included in future Quarterly reviews. 
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APPROVED: __________________________________ 
 Blair King, City Manager 
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COUNCIL COMMUNICATION 
 

TM  

 
 
AGENDA TITLE: Receive financial data on Electric Utility operations (EUD) 
 
MEETING DATE: November 22, 2005 
 
PREPARED BY: Interim Electric Utility 
 
 
RECOMMENDED ACTION: No Council action is required.  Data is being provided for 

informational purposes only. 
 
BACKGROUND INFORMATION: On October 18, 2005 a presentation was made to the city council 

entitled “Update on Electric Utilities Financial position, Market Cost 
Adjustment and Recent Power Purchases”.  A copy of that  

presentation is attached.  The purpose of that presentation was to bring the Council up to date on the 
financial results leading up to fiscal year 2006 and to provide a brief snapshot of finances post 2006.  As 
part of that presentation, staff explained that the Electric Department had established a plan to address 
the immediate financial problems affecting the utility which consisted of 1) stabilizing purchased power 
costs, 2) correcting revenue/expense imbalances through the application of a Market Cost Adjustment 
and 3) Implementing a long term rate structure and financial plan. 
 
Issue:  The long term financial plan includes a risk management program.  Key elements of that plan 
include: 

• Identification of standardized reports that will be provided to the city council that are necessary to 
ensure oversight of the electric utility; 

• Identification of the frequency, method and individual responsible for preparation and 
transmission of the standardized reports; 

• Establishment of procurement policies: 
o Recommended amounts of energy to procure on an advance basis versus the spot market 
o Recommended amounts of energy to procure through contract versus ownership 
o Recommended term lengths for procurement contracts, and 
o Authorization limits, checks and balances associated with procurement authorizations 

• Recommendations for implementing the risk management program. 
 
Until the long-term financial plan can be completed, and the specific reporting elements identified, staff is 
presenting the following reports for council review: 

• Electric Utility Proforma for fiscal years 2003 through 2011; 
• A summary of the net open position for the electric utility through the balance of fiscal year 2006; 

(this report will be provided at the Tuesday morning Shirtsleeve Session) 
• A summary of the net open position for the electric utility for fiscal year 2007; and 
• A summary of revenues collected from the base rates and market cost adjustment by month, as 

required pursuant to the Market Cost Adjustment Ordinance reporting requirements 
(this report will be provided at the Tuesday morning Shirtsleeve Session) 
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These reports are being provided in order to establish a culture of providing quarterly oversight reports to 
the City Council and to conform to the spirit of a risk management program, which includes regular 
reporting of results. 
 
FISCAL IMPACT: There is no fiscal impact associated with this quarterly reporting. 
 
FUNDING: Not Applicable 
 
 
 
 
 
 
 
    _______________________________ 
    David Dockham 
    Interim Electric Utility Director 
 
DD/lst 
 
Attachments 
 
cc: City Attorney  
 Finance Director 



Update on Electric Utility’s financial 
position, Market Cost Adjustment and 

recent power purchases

City Council Shirtsleeve 
Session
October 18, 2005



Overview

l Financial focus will be on FY06
– Financial results leading up to FY06
– Brief treatment of finances post 2006

l Second step of three step process
1. Stabilize purchase power costs
2. Correct the Revenue/Expense Imbalance (MCA)
3. Implement long term rate structure and financial 

plan



Stabilize Purchase Power
Costs

$    .8 millionReduction from estimate
$13.1 millionEstimate for purchase
$12.3 millionTotal
$    .1 millionSeptember open position
$12.2 millionTotal
$    .6 millionOctober balance of month
$11.6 millionNovember – June



Ongoing results

l October prices have been choppy
l Future prices have stabilized or flattened
l Price volatility still a significant risk
l A turbine failure at NCPA’s Geo 4 plant has resulted 

in reduced output from plant to participants
– Additional purchase needed to get to 95%
– Represents approximately 6% of requirement in November 

and December
– Estimated cost of $250k per month



Open Position Sensitivity
to Price Changes (9/27/2005)
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Organizational Background

Administration
$1.1 Million

Construction &
Maintenance
$3.7 Million

Business Planning
& Marketing
$1.5 Million

Engineering &
Operations
$2.1 Million

Electric O&M 
represents $8.4 
Million of the $65.6 
Million Electric 
Department Budget



Financial Structure -
Expenses

13%

65%

8%

14%
0%

O&M Bulk Power Debt Transfers CIP's

O&M             $  8.4 Million

Bulk Power   $ 42.7 Million

Debt              $   5.2 Million 

CIP’s             $     .1 Million 

Transfers      $   9.5 Million

Total             $ 65.9 Million



Financial Structure –
Revenues

Power Sales Investments Services Other

Power Sales           $ 55.1   Million

Investments            $     .95 Million

Services                 $     .59 Million

Other                      $     .14 Million

Total                       $ 56.7 Million



Financial Structure –
Revenues and Expenses

Total Revenue vs. Total Expenses

39,968,463
43,426,752 44,602,261 44,894,876

8,991,985

9,362,917 9,190,126 10,176,724
6,974,992

3,448,245 1,682,920 1,682,653

30,772,425 33,286,101 33,068,774

42,700,000

6,007,490
6,182,049 7,955,793

8,355,978

7,602,777
5,818,762

5,653,459

5,219,013

11,659,087
12,872,345 12,572,548

9,686,886
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Cash Flow Analysis of
Financial Structure
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Causes of Revenue
Imbalances

l Rapidly increasing costs of power supply in 
FY06

l No rate adjustments since 2002 to address 
generally increasing revenue and expense 
imbalances

l Discounted rates for largest users



Change in Power 
Supply Costs Over Time

38.6%29.2%7.5%4.9%n/a
% change 
from last 
MCA

29.0%20.2%2.5%4.9%n/a
% Change 
from prior 
year

$42.7$39.8$33.1$32.3$30.8
Power 
Supply 
Cost ($M)

FY06 As 
Forecast

FY06 As 
Budgeted

FY05FY04FY03



Attachment 1 - Electric Department Proforma Fiscal Years 2003 to 2011

FY03 Actual FY04 Actual FY05 Actual FY06 Budget

FY06 
Forecast w/o 

MCA

FY06 
Forecast w/ 

MCA
FY07 

Forecast
FY08 

Forecast
FY09 

Forecast
FY10 

Forecast
FY11 

Forecast

Total Revenue
     Power Sales $48,872,490 $52,898,903 $53,792,387 $55,071,600 $55,071,600 $61,071,600 $65,000,000 $66,950,000 $68,958,500 $71,027,255 $73,158,073
     Rate Stabilization Fund Withdrawal $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
     Other Revenue $6,974,992 $3,448,245 $1,682,920 $1,682,653 $1,682,653 $1,682,653 $590,000 $607,700 $625,931 $644,709 $664,050
     Total Revenues $55,847,482 $56,347,148 $55,475,307 $56,754,253 $56,754,253 $62,754,253 $65,590,000 $67,557,700 $69,584,431 $71,671,964 $73,822,123
Total Expenses
     Purchased Power $30,772,425 $33,286,101 $33,068,774 $39,833,099 $42,700,000 $42,700,000 $43,200,000 $39,190,000 $41,200,000 $45,979,000 $44,169,000
     Non-Power Costs $6,007,490 $6,182,049 $7,955,793 $10,401,497 $8,355,978 $8,355,978 $8,658,041 $8,961,072 $9,274,710 $9,599,325 $9,935,301
     Total Expenses $36,779,915 $39,468,150 $41,024,567 $50,234,596 $51,055,978 $51,055,978 $51,858,041 $48,151,072 $50,474,710 $55,578,325 $54,104,301
Net Revenue $19,067,567 $16,878,998 $14,450,740 $6,519,657 $5,698,275 $11,698,275 $13,731,959 $19,406,628 $19,109,721 $16,093,639 $19,717,822

Less: Net Debt Service $7,602,777 $5,818,762 $5,653,459 $5,219,013 $5,219,013 $5,219,013 $5,685,954 $8,551,804 $6,048,532 $6,483,111 $6,483,111

Net Income -- Cash Basis $11,464,790 $11,060,236 $8,797,281 $1,300,644 $479,262 $6,479,262 $8,046,005 $10,854,824 $13,061,189 $9,610,528 $13,234,711

Less: Transfers & CIP's $11,659,087 $12,872,345 $12,572,548 $9,586,886 $9,686,886 $9,686,886 $9,653,185 $11,245,796 $11,599,229 $11,963,827 $12,339,944
Plus: Reimbursements from COP's $0 $0 $0 $0 $0 $0
Less: RSF Deposits $0 $0 $0 $0 $0 $0
Less: Working Capital Fund Deposits $0 $0 $0 $0 $0 $0
Operating Income - Accrual Basis ($194,297) ($1,812,109) ($3,775,267) ($8,286,242) ($9,207,624) ($3,207,624) ($1,607,180) ($390,973) $1,461,960 ($2,353,299) $894,766

Working Capital Reserve (FYE)
     Rate Stabilization Fund (FYE) $6,241,447 $6,260,483 $1,897,989 $0 $0 $0
     Electric Operating Fund FYE ($5,469,859) $86,604 $5,615,938 ($772,315) ($6,388,253) ($3,207,624)
Working Capital FY End $771,588 $6,347,087 $7,513,927 ($772,315) ($1,693,697) $4,306,303 $2,699,123 $2,308,151 $3,770,111 $1,416,812 $2,311,578

Coverage (including RSF draws) 2.51 2.90 2.56 1.25 1.09 2.24 2.42 2.27 3.16 2.48 3.04



Attachment 3

Nov. 8, 2005
Lodi Total Lodi HLH Lodi LLH HLH LLH

Surplus/(Deficit) Load % of Load Surplus/(Deficit) Load % of LoadSurplus/(Deficit) Load % of Load $/MWH $/MWH
2006 July (23,022)            50,000 -46.0% (11,075)            31,145    -35.6% (11,947)            18,855    -63.4% 97.00$    67.90$    

August (28,019)            51,590 -54.3% (17,244)            34,620    -49.8% (10,774)            16,969    -63.5% 102.00$  71.40$    
September (18,857)            44,534 -42.3% (9,420)              28,359    -33.2% (9,437)             16,175    -58.3% 98.00$    71.05$    
October (21,547)            38,724 -55.6% (13,083)            24,852    -52.6% (8,464)             13,872    -61.0% 90.00$    72.00$    
November (33,293)            37,593 -88.6% (22,643)            23,833    -95.0% (10,650)            13,759    -77.4% 86.00$    68.80$    
December (36,412)            38,673 -94.2% (24,662)            23,641    -104.3% (11,750)            15,032    -78.2% 88.00$    70.40$    

2007 January (33,164)            38,621 -85.9% (20,099)            24,749    -81.2% (13,064)            13,873    -94.2% 90.00$    67.50$    
February (29,008)            34,883 -83.2% (17,334)            22,636    -76.6% (11,674)            12,247    -95.3% 88.00$    66.00$    
March (31,061)            37,664 -82.5% (21,350)            24,603    -86.8% (9,711)             13,060    -74.4% 82.00$    61.50$    
April (21,249)            38,029 -55.9% (11,925)            24,099    -49.5% (9,324)             13,930    -66.9% 80.00$    60.00$    
May (18,024)            40,735 -44.2% (11,612)            26,442    -43.9% (6,411)             14,293    -44.9% 76.00$    57.00$    
June (18,910)            44,888 -42.1% (11,521)            29,705    -38.8% (7,389)             15,183    -48.7% 82.00$    61.50$    

FY Total (312,564)          495,933  -63.0% (191,969)          318,683  -60.2% (120,595)          177,249  -68.0%

Assumptions: Zero STIG and CT1 generation.
Average hydro conditions for Calaveras Project, Western Base Resource, and market prices.
Forward electricity prices based on Nov. 8, 2005 TFS Energy indications.
There are no forward energy transactions for Lodi during this period.

INDICATED COST OF DEFICIT ENERGY BALANCES
Total Cost HLH Cost LLH Cost

2006 July (1,885,436)$      (1,074,227)$      (811,209)$        
August (2,528,189)$      (1,758,895)$      (769,295)$        
September (1,593,628)$      (923,162)$         (670,467)$        
October (1,786,914)$      (1,177,504)$      (609,411)$        
November (2,680,000)$      (1,947,285)$      (732,714)$        
December (2,997,456)$      (2,170,256)$      (827,200)$        



2007 January (2,690,777)$      (1,808,948)$      (881,829)$        
February (2,295,904)$      (1,525,423)$      (770,481)$        
March (2,347,932)$      (1,750,706)$      (597,226)$        
April (1,513,411)$      (953,978)$         (559,434)$        
May (1,247,976)$      (882,537)$         (365,439)$        
June (1,399,159)$      (944,737)$         (454,422)$        

Total July-June (24,966,783)$    (16,917,656)$    (8,049,127)$     



b. 

Handouts For November 22,2005 Shirtsleeve Session 

Summary of Market Transactions by Month 

Summary of Net Open Position for Balance of Fiscal Year 2006 

Summary of Revenues Collected from Base Rates and Market Cost 
Adjustments 

Example Risk Management Report from Palo Alto 



DECEMBER HLH TRANSACTIONS: Slmwh 
DEAL ID 418 hRlMWH 
1008824 5 2080 s 8880 s 
1011882 25 10400 $ 11275 $ 
10087?6 I 0  4180 $ 7440 $ 
1009873 10 4160 $ 7225 $ 
1011700 8 3328 $ 11850 S 

HLH 111111 58 24128 $ 44880 $ 
AvaragsPrica(UmMI) S 98 17 

JANUARY HLH TRANSACWNS: 

0.cernbrr Totala s DECEMBER LLH TRANSACTIONS: SIInwh s 
DEAL ID 328 h m ! W  

143,312 10118s0 18 5248 S 97.75 S 512.982 32858 MWH 

309,504 1008778 5 l a 0  S 53.65 S 87.986 I 92.92 IlMWHwg. 
300,560 
394,368 

1,172,600 1009824 5 1MO $ 88.90 $ 112.896 $ 3,034,318 COn 

2,320,344 HLH sum 26 8528 $ 220.50 $ 713.974 
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JANUARY LLH TRANSACTIONS: Jan. ZOO8Totals 
DEAL ID 
i009824 
1009778 
iOO8873 
1011893 

418 hm/MWH DEAL ID 
5 2080 3 68.80 S 143.312 1008824 
5 2060 $ 74.40 S 154.752 1008776 

10 4 lMl  S 7225 S 300.560 1011896 
25 10400 $ 113W $ 1.175200 

328 M W H  
5 1640 s m.80 s 112,896 31392 MWH 
5 1640 t 53.65 5 87,988 S 3,015,222 Cod , 

14 4592 S 88.W $ 450,016 $ 86.05 UMWHavg. 

i011700 12 48W $ 12300 $ 

HLH sum 57 23520 $ 451.55 S 
Average Pdca (Umwh) $ 100.52 

FEBRUARY HLH TRANSACTIONS: 
DEAL ID 384 h n N W  
1009824 5 1920 $ 88.90 s 
1009178 5 1920 $ 74.40 S 
1009873 10 3840 $ 72.25 $ 
'1011883 25 96W $ 113.00 S 
1011700 5 1920 $ 118.50 $ 

HLH s m  M IBZM s 447.05 s 
Avorage Pdm ( w m w  9 97.13 

5W,4W 

2,364.224 HLH rum 24 7872 S 220.55 S 660,s8s 
A M q e  Pnca (ymwh) $ 82.70 

FEBRUARV LLH TRANSACTIONS: fob. Ew(I Tomh 
DEAL ID 

132.268 low(I24 
j42 848 '1009778 
27;:440 101189S 

288 hawMi 
5 luo s 88.80 s 98,218 25558 MWH 
5 1440 $ 53.65 S 77,256 s 2.s0.059 cod 

12 3458 $ 88.00 s W.888 $ 9320 sIMWHm. 
1,084;8w 

227.520 

1,854,898 HLH I Y r n  22 e m  s 220.55 $ 515.160 
Amrage Price (Umwh) S 81.31 

MARCH LLH TRANSACTIONS March 2006 l0l.h MARCH HLH TRANSACTIONS: 
DEAL ID 432 hnMW DEAL ID 312 hmMW-l 
1009824 5 2160 $ 88.80 $ 148,824 1009824 5 1580 s a m  s i o 7 , m  28112 MWH 
100B778 5 2180 S 74.40 $ 160.704 1009778 5 1580 s 53.65 s 83.894 S 2,483,598 Cod 
1009871 5 2160 I 72.25 $ 156,060 1011898 10 3120 S 88.00 $ so5.760 S 95.11 &?dWHaw. 
1011893 25 106W $ 113.W S 1,220,400 
1011700 6 2592 $ 11800 S 300,672 

HLH sum 46 19872 $ 44455 $ 1,886,660 HLH sum 20 8240 S 220.55 S 496,838 
Average PrlW (slmwh) I 98.97 Averagr,Prlw($lrimiO $ 18.54 

MDnm Tml8 



. 

APRIL HLH TRANSACTIONS: APRIL LLH TRINSACTIONS: Apdl IOW Totals 
DEAL ID 4 W  hRfMWH DEAL ID 319 MlMwH 
1009824 5 2 W  S 88- I 137.800 1009824 5 1595 $ 6880 $ 109.L180 178M1 MWH 
1009873 5 20W $ 7 1 2 5  I 1M.5W 1011898 10 3190 $ 7 0 W  I 223,300 I 1,231,967 Cosl 
1011694 19 76W t TO 2 5  $ 533800 1009778 5 1595 $ 5385 8 85.572 S 8888 Y M W W  

HLH Wm 28 l l 6 W  $ 211.40 $ 818,2W HLH 6Um 20 83M $ 192.56 $ 418,787 
Avemgs Pdca ( $ l M )  I 70 38 AmmgoPdm(3mn*h) $ 88.64 

MAY HLH TRANSACTIONS: YAY LLH TRANSACTIONS: Yay 1oOE Totals 
nFAI In 418 hW?AW DEAL ID 328 hd?AWH _ _  .. .- 
1009624 
1009778 
1009871 
1011698 

~~ ~ . .  
5 ZC-90 $ 86-80 $ 143.312 1009024 
5 2080 $ 74.40 I 154,752 1009778 
5 2080 S 72-25 $ 150,280 1011897 

11 4576 S 70.25 I 321,464 

5 1640 s m.80 $ 112.88(L 15730 MWH 
5 1540 s 6385 $ 87.888 0 1.Mu.270 Coal 
5 1540 $ 5 7 W  $ 83.460 $ 8763 YMWHW. 

H L H m  28 10818 I 285.80 I 789.608 HLH I M  18 4920 t 179.58 $ m.462 
Average Pdca ($Id) S 71.17 AvsnoaPdm(3mn*h) $ 59.85 

JUNE HLH TRANSACTIONS: JUNE LLH TRANSACTIONS: June 2004 Totals 
DEAL ID 418 ImMWH DEAL ID 3o.(MMvuH 
1009824 5 2080 S 88.90 I 143,312 1009824 5 1520 $ m.80 S 104.7% 14624 MWH 
1009873 5 2080 S 72.25 I 150.280 100977E 5 1520 $ 63.85 S 81.548 5 1.089.308 cad 
1011701 12 4992 $ 92.W I 459.264 1011899 8 2432 $ 61.75 $ 150,178 8 74.49 IlMWHaq. 

HLH ulm 22 9152 $ 233.15 $ 752.858 HLH 8m 18 5472 $ 1M.M $ 330,452 
Average Prlm ( Y M )  $ 82.26 AnragePdm(ymwh) $ 61.49 



Attachment 2 - Summary of Net Open Position for Balance of Flscal Year 2006 

Nov. 8, 2005 
Lodi Total Lodi HLH Lcdl LLH HLH LLH 

Surpius/(Deficlt) Load X of Load Surplus/(Deflclt) Load % of Load Surpiusl(Deflclt) Load K of Load WMWH SlMWH < 

2005 December (5,110) 37,646 -138% (2,697) 24,564 -11 0% (2,413) 13,083 -184% $ 89 50 5 70 50 

ZOO6 January (157) 37,649 -0.4% 1,181 24,183 4.9% (1.348) 13,466 -10.0% 5 94.50 $ 80.50 
February (2,630) 33,913 -7.8% (1,264) 22,005 -5.7% (1,366) 11,907 -11.5% $ 92.00 5 69.00 
March (1,646) 36,701 -4.5% (433) 24,022 -1.8% (1,213) 12,676 -9.6% $ 89.50 $ 65.34 
April (2.892) 37,076 -7.8% (1,333) 23,423 -5.7% (1,559) 13,653 -11.4% $ 78.00 $ 55.38 
May (2,050) 39,812 -5.1% (291) 25.842 -1.1% (1,759) 13,970 -12.6% $ 74.00 $ 53.28 
June (3,396) 43,980 -7.7% (1,408) 29,135 4 .8% (1,988) 14,845 -13.4% $ 80.00 $ 60.00 

Total (17.881) 266,776 4.7% (6,235) 173,174 -3.6% (11,646) 93,602 -12.4% 

Assumptions: Zero STlG and CTI generation 
Average hydro conditions for Calaveras Project, Western Ease Resource, and market prices. 
Forward electricity prices based on NOV. 8, 2005 TFS Energy indications. 
There are no forward energy transactions for Lodi during this period 

INDICATED COST OF DEFICIT ENERGY BALANCES 
Total Cost HLH Cost LLH Cost 

2005 December 5 (41 1.516) $ (241,404) $ (1 70,112) 

January 5 4,045 s 112,546 $ (108,504) 
February 5 (210,517) $ (116,259) 5 (94,258) 
March 5 (118,033) 5 (38,770) 5 (79,263)- 
April 5 (190.292) $ (103,957) 5 (68,335) 

5 (115,243) $ (21.541) $ (93,701) 
2006 June 5 (231,921) 5 (112,635) $ (119,2851 

Total DecJune $ (1,273.476) $ (522,018) $ (751,459) 

SPOT net PURC. COST (est) 
f/MWH(avg.) $ 71.2 lmwh t 63.7 lmwh S 64.6 lmwh 

May 



REVENUE - EXPENSE SUMMARY 
I I I I REVENUE Jul-05 1 Auq-05 I Sep-05 I YEAR TO DATE 

I I 

MCA 
RATE BASE 

OTHERREVENUE 

I I 
$ 1,029,698 1 $1 ,221,116 I $ 930,006 $ 3,180,820 
$ 4,828,766 1$5,417,882 1$4,545,061 $ 14,791,709 
$ 32,247 $ 6,665 $ 29,751 $ 68,663 

SUB TOTAL $ 5,890,712 I$6,645,662 I$5,504,818 I 

I I I 
TOTAL (Net): I $  807,806 I$1,006,520 I$1,018,290 I $ 2,832,616 I 

$ 18,041,192 

REVENUE - EXPENSE SUMMARY 
I 1 

- 

EXPENSE 
O & M  $ 3,726,026 $4,182,644 $3,140,987 $ 11,049,657 

TRANS & PILOT $ 787,354 $ 787,354 $ 787,354 $ 2,362,061 
DS $ 434,918 $ 434,918 $ 434,916 $ 1,304,753 

CAPITAL $ 134,609 $ 234,227 $ 123,269 $ 492,105 
SUB TOTAL $ 5,082,906 $5,639,142 $4,486,527 $ 15,208,576 

I I I I 

I I I 
REVENUE Jul-04 1 Aoq-04 I Sep04 1 YEAR TO DATE 

MCA 
RATE BASE 

OTHERREVENUE 
SUB TOTAL 

$ 1,059,646 $1,041,220 $ 979,009 $ 3,079,875 
$ ,4,762,069 $4,760,998 $4,550,363 $ 14,073,430 
$ 137,626 $ 1,265 $ 5,580 $ 144,471 

$5,959,341 $5,803,483 $5,534,952 $ 17,297,776 

EXPENSE 
O & M  

TRANS & PILOT 
DS 

CAPITAL 
SUB TOTAL 

I I I I 
TOTAL (Net): I $ 1,020,978 I $1,861.362 I $ 850,725 I $ 3,733,065 I 

$ 3,650,605 $2,633,740 $3,377,247 $ 9,661,592 
$ 836,868 $ 857,491 $ 856,091 $ 2,550,450 
$ 450,890 $ 450,890 $ 450,890 $ 1,352,670 

$ 4,938,363 $3,942,121 $4,684,228 $ 13,564,711 
$ - $  - $  - $  - 



ITEM 5 

TO: HONORABLE CITY COUNCIL 

FROM: CITY MANAGER DEPARTMENT: ADMINISTRATIVE 
SERVICES 

DATE: MAY 2,2005 C M R  226:05 

SUBJECT: CITY OF PAL0 ALTO’S ENERGY RISK MANAGEMENT REPORT FOR 
THE THIRD QUARTER, FISCAL YEAR 2004-2005 

This is an information report and no action is required. 

BACKGROUND 

The purpose of this report is to inform the City Council of the status of the City’s energy 
portfolio and transactions executed with energy suppliers as of the end of the third quarter of 
Fiscal Year 2004-05. The City’s Energy Risk Management Policy requires that staff report on a 
quarterly basis to Council on: 1) the City’s energy portfolio, 2) the City’s credit and market risk 
profile, 3) portfolio performance, and 4) other key market and risk information. 

DISCUSSION 

Ouen Transactions as of March 3 1.2005 

Open transactions are commitments that the City has made to purchase either electricity or gas, 
but for which supplies have not yet been delivered. The analysis presented here is restricted to 
forward fixed pnce purchases wlth corporate counterparties, and, except where specifically 
stated, does not include purchases from Western Area Power Administration (Western) or the 
Calaveras Project operated by NCPA. Additionally, the elecdciiy analysis separates standard 
bulk power purchases fkom long-term wind contracts which the City has recently implemented. 

Electricity. As of March 31, 2005 the electric portfolio consisted of 79 open transactions 
(transactions for which commitments have been made but electricity remains to be delivered) 
through December 2009. Figure 1 illustrates the sources of electricity supplies by month for the 
next 36 months. The City currently has purchased supplies of electricity totaling 0.98 million 
MWh for delivery between January 1,2005 and December 3 1,2009. The average price for all of 
the fixed-price purchases was $46.38 per MWh, up from $45.81 last quarter. The forward 
purchases have been transacted with four approved counterparties: Coral Energy, Duke Energy, 
Sempra Energy and British Petroleum. Note that in Figure 1, the Seattle City Light (SCL) 
volumes represent a “swap” whereby Palo Alto supplies power to Seattle City Light in the winter 
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ITEM 5 
months and Seattle provides power to Palo Alto during the summer months. The distribution of 
purchases by month and by counterparty is presented in Figure 2. 

Figure 1. 

The Mark to Market (MTM) value represents the difference in price between the current market 
value of the contracted supply and the original contracted price. A positive MTM value indicates 
an increase in the value of the purchase, which would be realized only if the transaction was 

80,000 
70,000 - 60,000 
50,000 

P) 40,000 
E - 3 30,000 

20,000 

.G 

- 

10,000 

0 

Figure 2. Electric Forward Purchases by Counterparty 

Coral Power 

Month 
..___ ~.. ~ ~ ____ 
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ITEM 5 
VZ liauidated. While a Dosi.. .e MTM value represents an increase e to the City, it also 

represents the City’s credit exposure with the supplier. In other words, should a counterparty 
default on delivery of supply, the City would need to purchase replacement energy on the open 
market when Drices could be higher. A negative MTM represents the supplier’s credit exposure - 
with the City. 

Figure 3. Forward Electricity Prices for 
Calendar Year (CAL) at NP15 

80.00 

75.00 

70.00 

2 65.00 

60.00 

CI r 

Y 

.- 
k 

I I 55.00 4 I 

I Date of Price 
Note: NP15 refers fa North Path I5 which serves as the key delivery and market point for Northern 
California. As such it represents an aggregatedprice for the region. 

The MTM value is based on the current forward prices, that is the prices at the end of the quarter 
for deliveries in the future. During the quarter, prices for deliveries in Calendar Years 2006, 
2007 2008 and 2009 all increased significantly (Figure 3). As a result, the total MTM value of 
the City’s fonvard transactions has increased by 74% during the quarter fiom $10.7 million to 

$18.7 million. Figure 4 presents the Mark to Market positions for each supplier by month. 

Hydro Power. In past reports, the values for the variable quantity purchases, in particular the 
hydro power contract, have not been reported. Recently, implementation of improvements in the 
City’s transaction reporting systems has facilitated staff inclusion of these contracts into 
quarterly reports. Based on forecasts provided by Western and the Calaveras Project, and 
forward market projections, staff has calculated values for these contracts. It should be noted 
that for both the Western and Calaveras, values are based on the expected volumes of delivery 
for the next 24 months. These values will change as actual volumes differ from those predicted 
at this moment. At present, the value through December 2006 is $ 32.9 million for Western, and 
$ 1.9 million for Calaveras. 
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ITEM 5 

Figure 5. Forward Gas Purchases by Counterparty 
400,000 

5 350,000 
5 300,000 

250,000 z - 200,000 
Q, E 150,000 
J 100,000 
0 > 50,000 

- 

Forward prices for gas increased by as much as 30% over the quarter (Figure 6).  

Figure 6. Gas Forward Prices 
Price for a 12 Month Forward Strip 

$9.00 

$8.00 

$7.00 

$6.00 

$5.00 {w - 

$4.00 

Date 
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ITEM 5 
The current MTM value of these transactions is $ 5.69 million, an increase of 72% from last 
quarter. The MTM value by month and by counterparty is presented in Figure 7. 

I Month 

Figure 8 below presents the pool purchases made for each month over the next three years 
compared to estimated pool load. It illustrates the gas laddering purchasing strategy in relation 
to the total estimated load, showing the amount of volumes purchased (hedged volumes), the 
volume to be used by market-rate customers, and the amount of pool to be purchased on the 
short-term market (pool exposed to market). Under the laddering strategy, CPAU purchases up 
to 100% of forecasted load for the upcoming 18 months, up to 75% of load for 9 months to 29 
months out, and up to 50% of load for 27 to 36 months out. As a result, the amount of pool 
exposure to the market is low in the near term, but increases further out in the hture. 
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ITEM 5 

______ 500,000 7 
Market-Rate Customers 

450.000 

400,000 

350,000 

= 300,000 - ‘ 250,000 
a 

I 
I 150,000 

100.000 

50,000 

P 
5 200,000 

Value at Risk 
The “riskiness” of the energy oortfolio is measured through the “value at risk” (or VaR). The 

1- 1 - 
VaR measures the risk that adverse market conditions could force CPAU to use reserves to cover 
costs on future purchases over what is reflected in current rates. Specifically, VaR measures 
how much projected 12-month net revenue could change in one-week due to a potential market 
change. Staff use the VaR as one of the key measures of risk to the City. 

In compliance with the Risk Management Guidelines, the Utilities staff and the Energy Risk 
Manager monitor the VaR and ensure that its value remains below 10% of the projected end of 
year supply Rate Stabilization Reserve (RSR) levels for both electricity and gas. CUri’ently, the 
VaR for the electricity portfolio is 0.70% of the RSR, an increase from 0.13% from last quarter. 
This is due to increasing forward prices of electricity combined with lowered forecasts for hydro 
power delivery. The VaR for the gas portfolio is 4.9% of the RSR compared to 4.3% from the 
previous quarter, as a result of higher forward prices. The historic levels of the VaR values for 
electricity and gas are presented in Figure 9. Please note that in Figure 9, gaps in the graph 
indicate missing data. 
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ITEM 5 

S&P 
Ranking Counterparty Credit Exposure 

BP $922,174 AA+ 

Coral $15,496,789 A- 

Current 
Expected 
Default 

Frequency 

Previous 
Quarter 
Expected 
Default 

Frequency 

.02 .02 

.03 .02* 

Duke I $400,093 I BBB I .41 1 .23 I ~~ 

Counterparty Credit 
Exposure 

Ameresco, Inc. $ 0  
Pacificorp Power Marketing $1,400,000 

Sempra ~ I $1,961,591 I BBB+ I 2 8  I .22 I 

Previous Quarter Current Calculated 

Default Frequency Frequency 
Calculated Expected Expected Default 

NIA 0.85 
NIA 0.50 

*Coral is owned by Shell (70%) and Intergen (30%). Intergen is owned by Shell (50%) 
and Bechtel(50%). 

CPAU’s largest exposure, in excess of $15 million, is with an A- rated company with a 0.02 
percent default rate. While this exposure is relatively large, the counterparty is financially strong 
and rated highly by rating agencies. 

Renewable Electricity . Palo Alto’s contracts for renewable “green” energy include both wind 
contracts with Pacificorp Power Marketing (PPM), discussed above, as well as contracts to 
convert landfill gas to electricity with Ameresco, Inc. Neither PPM (owned by Scottish Power) 
nor Ameresco are publicly traded and therefore KMV Credit Edge does not include them in its 
default reporting. The Risk Manager therefore has used financial information provided 
confidentially by each of the two counterparties to estimate an Expected Default Frequency, 
which is statistically comparable to the EDF’s reported for the other counterparties. The Credit 
Exposure and EDF ratings for these counterparties are presented below. 
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ITEM 5 

Counterparty Credit Exposure 

BP $ 1,676,970 

ConocoPhillips $ 263,782 

Previous 
Quarter 
Expected 
Default 

Frequency 

AA+ .02 .02 

Current 
Expected 
Default 

Frequency 

S&P Ranking 

A- .02 .02 

Coral $ 804,519 A- .03* .02 

*Coral is owned by Shell (70%) and Intergen (30%). Intergen is owned by Shell (50%) and 
Bechtel (50%). 

Duke 

Sempra 

Credit Quality of Supdiers. Overall, the City’s suppliers have continued to improve their credit 
quality. Figure 10 shows how the EDF of CPAU’s current suppliers has declined (i.e. improved 
credit) over the past three years. As mentioned previously, Pacificorp Power Marketers is 
privately held and therefore an EDF is not issued by Moody’s KMV. The firm’s sole owner 
Scottish Power is used as a surrogate EDF. Also note that the staff calculated EDF estimates for 
Pacificorp Power Markets and Ameresco are included on the Figure. 

$ 0  BBB .4 1 .23 

$2,951,682 BBB+ .28 .22 
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Figure 10. Expected Defau Frequencies for CPAU Counterparties over 
90 Trading Days 

ITEM 5 
ISt 

. I ’  I *r _. da 

l 
ore: The Pac$corp and Ameresco EDF values shown above are point estimates calculated by stafffrom 

confrdentialfrnancial information. As such, tracking is done on a quarterly basis and is not continuous. 

SUMMARY 

Staff has continued to purchase electricity and gas in full accordance with the City’s Energy Risk 
Management Policies and Procedures, and no exceptions have occurred. The average prices paid 
for both electncity and gas have increased, due to increasing prices in the marketplace. The 
current value ofthe City’s fined price purchases is $18.8 million for electricity, up from $10.7 
million at the end of last quarter, and $5.7 million for gas, up from $3.3 million at the end of last 
quarter. The current value of the City’s wind power contracts have increased from a negative 
$209,000 to a positive $1.4 million. All of these increases in value are primarily due to the 
increase in prices for commodities in the forward markets. The City’s Value at Risk measures, 
an estimate of the risk of the unpurchased portion of the expected load, increased marginally for 
both gas and electricity and both are well below maximum limits. Corresponding to the changes 
in portfolio market value, the total credit exposure of the City has increased to $18.8 million for 
electricity and $5.7 million for gas. The credit ratings of the City’s counterparties have again 
improved, as measured by the Expected Default Frequency. 
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ITEM 5 
ATTACHMENTS: 

A) Consolidated Mark to Market Report of All Open Gas Transactions as of March 31,2005 
B) Consolidated Mark to Market Report of All Open Electric Transactions as of March 31, 

2005 

PREPARED BY: 
KARL VAN ORSDOL 
Energy Risk Manager 

DEPARTMENT HEAD APPROVAL: 
CARL YEATS 
Director, Administrative Services 

CITY MANAGER APPROVAL: 
EMILY HARRISON 
Assistant City Manager 
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Appendix A 
Gas Transaction Report 

March 31,2005 



Appendix A 
Gas Transaction Report 

March 31,2005 

ITEM'Y 



Appendix A 
Gas Transaction Report 

March 31,2005 

ITEM’Y 
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Appendix 6. 
Electric Transaction Quarterly Report 

March 31.2005 



Appendix 6. 
Electric Transaction Quarterly Report 

March 31,2005 



Appendix 6. 
Electric Transaction Quarterly Report 

March 31,2005 
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TO:  HONORABLE CITY COUNCIL 
 
FROM: CITY MANAGER  DEPARTMENT: ADMINISTRATIVE  
       `  SERVICES 
 
DATE: NOVEMBER 14, 2005   CMR: 414:05 
 
SUBJECT: CITY OF PALO ALTO’S ENERGY RISK MANAGEMENT REPORT FOR 

THE FIRST QUARTER, FISCAL YEAR 2005-2006 
 
This is an information report and no action is required. 
 
OVERVIEW 
 
Staff has continued to purchase electricity and gas in full accordance with the City’s Energy Risk 
Management Policies and Procedures, and no exceptions have occurred.  The recent rapid 
increases in prices for both electricity and gas have exerted major impacts of the City’s positions.  
The current value of the City’s fixed price purchases is $41.5 million for electricity, up from 
$19.7 million at the end of last quarter; and $24.0 million for gas, up from $9.0 million at the end 
of last quarter.  The current value of the City’s wind power contracts for the next 12 months have 
increased from $1.4 million to $1.9 million.  The value of the hydro contracts with Western and 
NCPA have increased in value from $24 million to $53 million.  All of these increases in value 
are solely due to the increase in prices for commodities in the forward markets.  The electricity 
VaR measure declined and remain below maximum limits, although the gas VaR is approaching 
the limit set by the Risk Manager.   Corresponding to the changes in portfolio market value, the 
total credit exposure of the City has increased to $41.5 million for electricity and $24.0 million 
for gas.   
 
BACKGROUND  
 
The purpose of this report is to inform the City Council of the status of the City’s energy 
portfolio and transactions executed with energy suppliers as of the end of the first quarter of 
Fiscal Year 2005-06.  The City’s Energy Risk Management Policy requires that staff report on a 
quarterly basis to Council on: 1) the City’s energy portfolio, 2) the City’s credit and market risk 
profile, 3) portfolio performance, and 4) other key market and risk information. 
 
DISCUSSION 
 
Open Transactions as of September 30, 2005 
 



Open transactions are commitments that the City has made to purchase either electricity or gas, 
but for which supplies have not yet been delivered.  The analysis presented here is restricted to 
forward fixed price purchases with corporate counterparties, and, except where specifically 
stated, does not include purchases from Western Area Power Administration (Western) or the 
Calaveras Project operated by NCPA.  Additionally, the electricity analysis separates standard 
bulk power purchases from long-term wind contracts which the City has recently implemented. 
 
Electricity.  As of September 30, 2005 the electric portfolio consisted of 81 open transactions 
(transactions for which commitments have been made but electricity remains to be delivered) 
through December 2009.  Figure 1 illustrates the sources of electricity supplies by month for the 
next 36 months.  The City currently has purchased supplies of electricity totaling 0.95 million 
MWh for delivery between October 1, 2005 and December 31, 2009.  The average price for all 
of the fixed-price purchases was $47.48 per MWh, slightly down from $47.58 last quarter. The 
forward purchases have been transacted with four approved counterparties:  Coral Energy, Duke 
Energy, Sempra Energy and British Petroleum. Note that in Figure 1, the Seattle City Light 
(SCL) volumes represent a “swap” whereby Palo Alto supplies power to Seattle City Light in the 
winter months and Seattle provides power to Palo Alto during the summer months.  The 
distribution of purchases by month and by counterparty is presented in Figure 2. 
 

Figure 1.  Load Supply Balance for Electricity. 
 

36 Month Electric Portfolio Load and Resource Balance 
Expected Hydro as of October 20, 2005
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The Mark to Market (MTM) value represents the difference in price between the current market 
value of the contracted supply and the original contracted price. A positive MTM value indicates 
an increase in the value of the purchase, which would be realized only if the transaction was 
liquidated.  While a positive MTM value represents an increase in value to the City, it also 
represents the City’s credit exposure with the supplier.  In other words, should a counterparty 
default on delivery of supply, the City would need to purchase replacement energy on the open 
market when prices could be higher. A negative MTM represents the supplier’s credit exposure 
with the City. 
 
The MTM value is based on the current forward prices, that is the prices at the end of the quarter 
for deliveries in the future.  Prices during the quarter increased dramatically, driven by 
infrastructure impacts of Hurricane Katrina which drove up energy prices in all sectors.  During 
the quarter, prices for deliveries in Calendar Year (CY) 2006, increased from $77 to $103 per 
MWh.  Prices increased by $17.00 for CY 2007, by $11.72 for CY 2008 and by $9.50 for CY 
2009 (Figure 3).  Because of the predominance of near term transactions in the City’s portfolio, 
the total MTM value of the City’s forward transactions more than doubled during the quarter 
from $19.6 million to $41.6 million.  Figure 4 presents the MTM positions for each supplier by 
month. 
 

Figure 2.  Forward Electric Purchases by Counterparty
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Hydro Power. Based on forecasts provided by Western and the Calaveras Project and forward 
market projections, staff has calculated values for CPAU’s hydro contracts.  It should be noted 
that for both the Western and Calaveras, values are based on the expected volumes of delivery 
for the next 12 months.  These values will change as actual volumes will differ from those 
predicted at this moment in time.  At present, the value for Western through September 30, 2006 
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is $38.3 million, up from $19.5 million last quarter.  For Calaveras, the 12-month value is $15.3 
million, doubled from the previous quarter. 
 
Seasonal Exchange Contracts.  The sole seasonal exchange transaction in which Palo Alto is 
engaged involves Seattle City Light.  Under this contract, which was signed in 1992, Palo Alto 
receives 9 MW from November through March, and sends 10 MW from June through October.  
The 12-month MTM value of this contract is approximately minus $106,000.   
 

Figure 3.  Electricity  Forward Prices for Delivery at NP15
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Note: NP15 refers to North Path 15 which serves as the key delivery and market point for  
Northern California.  As such it represents an aggregated price for the region. 

 
Wind Power.  As noted in the previous report, the City recently signed a 23.5-year contract with 
Pacificorp Power Marketing (PPM) for supplies of wind energy.  Wind power has different 
characteristics from a normal power purchase because it is not volumetrically firm.  The amount 
Palo Alto receives directly relates to how strongly the wind blows.  Based on historic 
meteorological conditions, Palo Alto expects to receive approximately 58,000 MWh per year.   
 
Using the expected monthly volume averages for on-peak and off-peak, the MTM value of the 
contract is $1.87 million over the next 12 months, a 209% increase over last quarter. This MTM 
value, however, does not include the value of the Renewable Energy Credits associated with the 
production of the power.  These credits have a variable value of between $2 and $12, but 
currently their market price is roughly $2.00 for 1 MWh blocks.  The additional value of the 
credits puts the total MTM value of the contract at an estimated at $1.98 million for the next 12 
months. 
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Natural Gas.  As of September 30, 2005 the gas portfolio consisted of 201 open transactions 
(transactions for which commitments have been made but gas remains to be delivered) through 
July 2008.  The City currently has purchased supplies of gas totaling 5.6 million MMBtu for 
delivery between October 1, 2005 and December 31, 2009.  The average price for all of the 
fixed-price purchases was $6.21 per MMBtu, significantly up from $5.46 last quarter. The 
forward purchases have been transacted with five approved counterparties:  Coral Energy, Duke 
Energy, Sempra Energy, ConocoPhillips and British Petroleum. 

Figure 4.  Electric Forward Mark to Market
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Figure 5.  Forward Gas Purchase Volumes by Counterparty
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Figure 6.  Forward Calendar Year Gas Prices
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Forward prices for gas increased by 63% over the quarter for delivery in Calendar Year 2006 
(CY 06) delivery, and 20% for delivery in Calendar Year 2007 (Figure 6).  The current MTM 
value of these transactions is $ 24.0 million, an increase of 144% from last quarter.  The MTM 
value by month and by counterparty is presented in Figure 7. 
 

Figure 7.  Gas Mark to Market by Month
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Figure 8 below presents the pool purchases made for each month over the next three years 
compared to estimated pool load.  It illustrates the gas laddering purchasing strategy in relation 
to the total estimated load, showing the amount of volumes purchased (hedged volumes), the 
volume to be used by market rate customers, and the amount of pool to be purchased on the 
short-term market (pool exposed to market).   Under the laddering strategy, CPAU purchases up 
to 100% of forecasted load for the upcoming 18 months, up to 75% of load for 19 to 27 months 
out, and up to 50% of load for 28 to 36 months out.  As a result, the amount of pool exposure to 
the market is low in the near term, but increases further out in the future. 
 

Figure 8.  Market Exposure
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Value at Risk 
The “riskiness” of the energy portfolio is measured through the “value at risk” (or VaR).  The 
VaR measures the risk that adverse market conditions could force CPAU to use reserves to cover 
costs on future purchases over what is reflected in current rates.  Specifically, VaR measures 
how much projected 12-month net revenue could change in one week due to a potential market 
change.  Staff use the VaR as one of the key measures of risk to CPAU. 
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Figure 9.  History of Gas and Electric Value at Risk
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In compliance with the Risk Management Guidelines, the Utilities staff and the Energy Risk 
Manager monitor the VaR and ensure that its value remains below 10% of the projected end of 
year supply Rate Stabilization Reserve (RSR) levels for both electricity and gas. Currently, the 
VaR for the electricity portfolio is 0.13% of the RSR, a reduction from 0.35% in last quarter.  
During the quarter, the VaR climbed to 9.8%, before settling at an end-of-quarter figure of 8.0% 
of the RSR.  The comparable figure from the previous quarter was 5.9%.   The historic levels of 
the VaR values for electricity and gas are presented in Figure 9.  Please note that in Figure 9, 
gaps in the graph indicate missing data. 
 
The VaR increase is a direct result of much higher forward prices associated with Hurricane 
Katrina.  The 10% VaR limit set by the Risk Manager in conjunction with the Risk Oversight 
Committee represents a benchmark to monitor the potential risk to which the City is exposed as a 
result of possible variability in the cost of supplies not yet purchased. In some instances, the 
exceedance of the 10% benchmark would indicate the need for the City to purchase additional 
forward supplies.  However, at the present time, the risk representated by the VaR number is 
solely the result of the increases in energy prices.  At this current moment, when prices are at or 
near historic highs, staff does not recommend additional purchases in order to reduce VaR levels.     
Rather, staff will continue to monitor VaR levels and make recommendations to limit risk 
exposure when appropriate. 
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Credit Risk 
Staff has enhanced the City’s credit oversight policies and procedures.   As part of this process, 
staff will regularly report on major credit rating agency’s (S&P and Moody’s) scores, and, in 
addition, the “estimated default frequency” (EDF) using the Moody’s KMV CreditEdge© 
system.  The EDF is an estimated probability that a counterparty will default in the next 12 
months.  For example, a 0.2 EDF indicates a chance of 2 in 1000 that the firm will be in default 
in the time period.  Thus a higher EDF represents a higher credit risk for the City.  While the 
current risk management practices do not set a specific EDF upper limit, any counterparty with a 
value over 0.50 warrants careful and regular monitoring of its financial condition and outlook. 
 
Electricity.  CPAU’s electric supplier counterparty credit exposure and the supplier credit ratings 
are presented below.  CPAU’s largest exposure, in excess of $32.7 million, is with Coral, a 
company rated A- by Standard and Poors.  Coral is a wholly owed subsidiary of Royal Dutch 
Shell which is rated AAA, the highest rating given.  
 
 

Table 1.  Electricity Suppliers – Credit Exposure and Credit Ratings as of September 30, 
2005. 

 

Counter 
party 

Credit 
Exposure 

S&P 
Ranking 

Previous 
Quarter 
Expected 
Default 

Frequency 

Current 
Expected 
Default 

Frequency 

 
 

Expected 
“Loss”2

BP $1,763,232 AA+ .02 .02 $  114 

Coral1 $32,724,416 A- .05 .05 $8,469 

Duke $1,425,604 BBB .17 .11 $ 459 

Sempra $5,626,878 BBB+ .17 .09 $3,141 

Total $41,540,130     $12,183
1 Coral was previously owned by Shell (70%) and Intergen (30%).  Recently Coral became wholly owned by 

Shell PLC. 
2 Expected loss represents the product of the default rate in the next 12 months and credit exposure.  As such it 

provides an estimate of the 12-month average risk being carried by CPAU as a result of its forward 
contracts.  Default frequencies are independently calculated, and cross-default probabilities (that change the 
one firm’s default will increase the chances of another firm defaulting) are not included. 

3    This estimate is based on the credit ratings, and not the KMV model results. 
 
The City’s current very large exposure to Coral is a reflection of the 5 year contract for 
electricity supplies at a cost of $37 per MWh.  The current appreciation in prices due to weather 
factors renders this contract very valuable, and therefore a credit risk.  This risk is being 
mitigated by daily monitoring of the City’s exposure and regular and rigorous monitoring of 
Coral’s financial and credit health.  Finally, the short term run up in prices makes the next 6 



months of the contract very valuable, with a MTM value in excess of $15 million.  As can be 
seen in Figure 10, the MTM value of the contract declines rapidly as the energy is delivered . 
 

Figure 10.  Coral Electric Mark To Market 
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Renewable Electricity .  Palo Alto’s contracts for renewable “green” energy include both wind 
contracts with Pacificorp Power Marketing (PPM), discussed above, as well as contracts to 
convert landfill gas to electricity with Ameresco, Inc.  Neither PPM (owned by Scottish Power) 
nor Ameresco are publicly traded and therefore KMV Credit Edge does not include them in its 
default reporting.  The Risk Manager has used financial information provided confidentially by 
each of the two counterparties to estimate an Expected Default Frequency, which is statistically 
comparable to the EDF’s reported for the other counterparties.  The Credit Exposure and EDF 
ratings for these counterparties are presented below. 
 

Table 2.  Green Energy Credit Exposure and Credit Ratings as of September 30, 2005. 

 

Counterparty Credit  
Exposure 

Previous Quarter 
Calculated 

Expected Default 
Frequency 

Current 
Calculated 

Expected Default 
Frequency 

 
Expected 
“Loss” 

Ameresco, Inc. $ 0 N/A 0.85 $0 
Pacificorp Power 
Marketing $1,978,064 0.50 0.58 $11,472 

 
Natural Gas.  As the Table 3 shows, the City has exposure to five counterparties totaling $24.0 
million over the next 36 months, an increase of over 250% since the last quarter.  As with 
electricity, this large jump in the market exposure is the result of the rapid rise in the forward 
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energy prices.  The highest exposure with a single supplier is $8.7 million with Sempra, a BBB+ 
company, with the second highest exposure being with AA+ rated BP at $8.6 million.  The 
remainder of the exposure is distributed between two other counterparties.   
 
The Table 3 below calculates, the loss which the City would suffer should one of gas 
counterparties defaults.  This loss is calculated as the product of Estimated Default Frequency 
and the MTM value.  

 
 

Table 3.  Credit Exposure and Default Ratings of Natural Gas Suppliers 
Gas Supplier Credit Exposure and Credit Rating as of September 30, 2005. 

 

1 Recently Coral became wholly owned by Shell PLC. 

Counter 
party 

Credit 
Exposure 

S&P 
Ranking 

Previous 
Expected 
Default 

Frequency 

Current 
Expected 
Default 

Frequency 

 
Expected 

Loss2

 

BP 
 

 $8,967,410 
  

AA+ .02 .02 $1,793 

ConocoPhillips 
 

$   909,702 
  

A- .02 .02 $181 

Coral1
 

$  4,085,131 
  

A- . 053 .053 $2,042 

Duke 
 

$   1,307,039 
  

BBB .17 .11 $1,438 

Sempra $8,7 0,258  3 BBB+ .17 .09 $7,857 

Total    $23,999,540 
     $13,311 

2 Expected loss represents the product of the default rate in the next 12 months and credit exposure.  As such it 
provides an estimate of the 12-month average risk being carried by CPAU as a result of its forward contracts. 
Default frequencies are independently calculated, and cross-default probabilities(that change the one firm’s 
default will increase the chances of another firm defaulting) are not included. 

3    This estimate is based on the credit ratings, and not the KMV model results. 
 
Credit Quality of Suppliers.   Overall, the City’s suppliers have continued to improve their credit 
quality.  Figure 10 shows how the expected default frequency of CPAU’s current suppliers has 
declined  (i.e. improved credit) over the past three years. As mentioned previously, Pacificorp 
Power Marketers is privately held and therefore an EDF is not issued by Moody’s KMV.  The 
firm’s sole owner, Scottish Power, is used as a surrogate EDF.  Similarly, Coral is the wholly 
owned subsidiary of Shell.  The Coral EDF is calculated manually on a quarterly basis based on 
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confidential financial information provided by the company.  The estimate is also adjusted after 
consultantion with credit analysts at Standard and Poors and Moody’s Investor Services. 
 
The staff-calculated EDF point estimates for Pacificorp Power Marketers, Coral and Ameresco 
are included on the Figure 11.   
 
 

Figure 11.  Expected Default Frequencies for CPAU Counterparties over last 
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Note:  The Pacificorp, Coral and Ameresco EDF values shown above are point estimates calculated by staff from 
confidential financial information.  As such, tracking is done on a quarterly basis and is not continuous. 
 



  
 
 
PREPARED BY:      

KARL VAN ORSDOL 
Energy Risk Manager 
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DEPARTMENT HEAD APPROVAL:     
      CARL YEATS 
      Director, Administrative Services 
 
 
CITY MANAGER APPROVAL:   
      EMILY HARRISON 
      Assistant City Manager 
 
ATTACHMENTS 

A) Consolidated Mark to Market Report of All Open Gas Transactions as of September 30, 
2005 

B) Consolidated Mark to Market Report of All Open Electric Transactions as of September 
30, 2005  
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Appendix A
Gas Transaction Report

September 30, 2005

Page 1

Counterparty Delivery 
Point

Delivery 
Period Deal Type  MMBtu 

per day  Price Days In 
Month End Use

 Total 
Volume 
(MMBtu) 

 Total Cost 
 Market 

Value per 
MMBtu 

Total Mark to 
Market

BP Malin Oct-05 Purchase 1,008      5.63$       31 Pool 31,248       175,863.74$         10.07$      138,679$         
Duke CG Oct-05 Purchase -         -$         31 G11 -             -$                      10.58$      -                  
Duke Malin Oct-05 Purchase 120         7.18$       31 G11 3,720         26,709.60$           10.07$      10,736$           
Sempra Malin Oct-05 Purchase 1,000      3.92$       31 Pool 31,000       121,520.00$         10.07$      190,526$         
Sempra Malin Oct-05 Purchase 1,000      4.29$       31 Pool 31,000       132,990.00$         10.07$      179,056$         
Sempra Malin Oct-05 Purchase 1,000      4.68$       31 Pool 31,000       145,079.99$         10.07$      166,966$         
BP CG Nov-05 Purchase 1,000      7.05$       30 Pool 30,000       211,649.99$         11.84$      143,400$         
BP CG Nov-05 Purchase 1,000      6.55$       30 Pool 30,000       196,500.01$         11.84$      158,550$         
BP Malin Nov-05 Purchase 1,008      5.63$       30 Pool 30,240       170,190.71$         11.54$      178,628$         
BP Malin Nov-05 Purchase 2,500      4.73$       30 Pool 75,000       354,750.00$         11.54$      510,375$         
BP Malin Nov-05 Purchase 462         6.36$       30 Pool 13,860       88,080.30$           11.54$      71,795$           
Coral Energy CG Nov-05 Purchase 1,200      7.09$       30 Pool 36,000       255,240.01$         11.84$      170,820$         
Coral Energy Malin Nov-05 Purchase 1,000      4.98$       30 Pool 30,000       149,400.00$         11.54$      196,650$         
Duke CG Nov-05 Purchase 170         7.98$       30 G11 5,100         40,698.00$           11.84$      19,660$           
Duke Malin Nov-05 Purchase -         -$         30 G11 -             -$                      11.54$      -$                
Sempra Malin Nov-05 Purchase 1,000      4.68$       30 Pool 30,000       140,399.99$         11.54$      205,650$         
BP CG Dec-05 Purchase 1,000      7.05$       31 Pool 31,000       218,704.99$         12.67$      173,988$         
BP CG Dec-05 Purchase 1,000      6.55$       31 Pool 31,000       203,050.01$         12.67$      189,642$         
BP CG Dec-05 Purchase 1,500      6.54$       31 Pool 46,500       304,110.00$         12.67$      284,929$         
BP Malin Dec-05 Purchase 2,500      4.73$       31 Pool 77,500       366,575.00$         12.37$      591,712$         
BP Malin Dec-05 Purchase 462         6.36$       31 Pool 14,322       91,016.31$           12.37$      86,075$           
ConocoPhillips Malin Dec-05 Purchase 1,008      5.15$       31 Pool 31,248       160,927.20$         12.37$      225,454$         
Coral Energy CG Dec-05 Purchase 1,200      7.09$       31 Pool 37,200       263,748.01$         12.67$      207,483$         
Coral Energy Malin Dec-05 Purchase 1,000      4.98$       31 Pool 31,000       154,380.00$         12.37$      228,935$         
Duke CG Dec-05 Purchase 200         7.98$       31 G11 6,200         49,476.00$           12.67$      29,062$           
Duke Malin Dec-05 Purchase -         -$         31 G11 -             -$                      12.37$      -$                
Sempra CG Dec-05 Purchase 1,000      6.56$       31 Pool 31,000       203,344.51$         12.67$      189,348$         
Sempra Malin Dec-05 Purchase 1,000      4.68$       31 Pool 31,000       145,079.99$         12.37$      238,235$         
BP CG Jan-06 Purchase 1,500      6.77$       31 Pool 46,500       314,805.00$         13.13$      295,624$         
BP CG Jan-06 Purchase 1,000      7.05$       31 Pool 31,000       218,704.99$         13.13$      188,248$         
BP CG Jan-06 Purchase 1,000      6.55$       31 Pool 31,000       203,050.01$         13.13$      203,902$         
BP CG Jan-06 Purchase 1,500      6.54$       31 Pool 46,500       304,110.00$         13.13$      306,319$         
BP Malin Jan-06 Purchase 2,500      4.73$       31 Pool 77,500       366,575.00$         12.83$      627,362$         
BP Malin Jan-06 Purchase 462         6.36$       31 Pool 14,322       91,016.31$           12.83$      92,663$           
ConocoPhillips Malin Jan-06 Purchase 1,008      5.15$       31 Pool 31,248       160,927.20$         12.83$      239,828$         



Appendix A
Gas Transaction Report

September 30, 2005

Page 2

Counterparty Delivery 
Point

Delivery 
Period Deal Type  MMBtu 

per day  Price Days In 
Month End Use

 Total 
Volume 
(MMBtu) 

 Total Cost 
 Market 

Value per 
MMBtu 

Total Mark to 
Market

Coral Energy CG Jan-06 Purchase -         -$         31 Pool -             -$                      13.13$      -$                
Coral Energy Malin Jan-06 Purchase 1,000      4.98$       31 Pool 31,000       154,380.00$         12.83$      243,195$         
Duke CG Jan-06 Purchase 190         7.98$       31 G11 5,890         47,002.20$           13.13$      30,319$           
Duke Malin Jan-06 Purchase -         -$         31 G11 -             -$                      12.83$      -$                
Sempra CG Jan-06 Purchase 1,000      6.56$       31 Pool 31,000       203,344.51$         13.13$      203,608$         
Sempra Malin Jan-06 Purchase 1,000      4.68$       31 Pool 31,000       145,079.99$         12.83$      252,495$         
BP CG Feb-06 Purchase 1,500      6.77$       28 Pool 42,000       284,340.00$         13.15$      267,855$         
BP CG Feb-06 Purchase 2,500      7.54$       28 Pool 70,000       527,800.00$         13.15$      392,525$         
BP CG Feb-06 Purchase 1,000      7.05$       28 Pool 28,000       197,540.00$         13.15$      170,590$         
BP CG Feb-06 Purchase -         -$         28 Pool -             -$                      13.15$      -$                
BP Malin Feb-06 Purchase 1,000      5.43$       28 Pool 28,000       151,900.01$         12.85$      207,900$         
BP Malin Feb-06 Purchase 2,500      4.73$       28 Pool 70,000       331,100.00$         12.85$      568,400$         
BP Malin Feb-06 Purchase 462         6.36$       28 Pool 12,936       82,208.28$           12.85$      84,019$           
ConocoPhillips Malin Feb-06 Purchase 1,008      5.15$       28 Pool 28,224       145,353.60$         12.85$      217,325$         
Coral Energy CG Feb-06 Purchase -         -$         28 Pool -             -$                      13.15$      -$                
Coral Energy Malin Feb-06 Purchase 1,000      4.98$       28 Pool 28,000       139,440.00$         12.85$      220,360$         
Duke CG Feb-06 Purchase 190         7.98$       28 G11 5,320         42,453.60$           13.15$      27,491$           
Duke Malin Feb-06 Purchase -         -$         28 G11 -             -$                      12.85$      -$                
BP CG Mar-06 Purchase 1,000      7.05$       31 Pool 31,000       218,704.99$         12.72$      175,538$         
BP CG Mar-06 Purchase 1,000      6.55$       31 Pool 31,000       203,050.01$         12.72$      191,192$         
BP Malin Mar-06 Purchase 1,000      7.32$       31 Pool 31,000       226,920.01$         12.42$      158,022$         
BP Malin Mar-06 Purchase 2,500      4.73$       31 Pool 77,500       366,575.00$         12.42$      595,781$         
BP Malin Mar-06 Purchase 462         6.36$       31 Pool 14,322       91,016.31$           12.42$      86,827$           
ConocoPhillips Malin Mar-06 Purchase 1,008      5.15$       31 Pool 31,248       160,927.20$         12.42$      227,095$         
Coral Energy CG Mar-06 Purchase 1,200      7.09$       31 Pool 37,200       263,748.01$         12.72$      209,343$         
Coral Energy Malin Mar-06 Purchase 1,000      4.98$       31 Pool 31,000       154,380.00$         12.42$      230,562$         
Duke CG Mar-06 Purchase 170         7.98$       31 G11 5,270         42,054.60$           12.72$      24,967$           
Duke Malin Mar-06 Purchase -         -$         31 G11 -             -$                      12.42$      -$                
BP Malin Apr-06 Purchase 1,000      5.78$       30 Pool 30,000       173,400.01$         9.96$        125,250$         
Coral Energy Malin Apr-06 Purchase 1,000      7.89$       30 Pool 30,000       236,850.00$         9.96$        61,800$           
Duke CG Apr-06 Purchase 150         7.98$       30 G11 4,500         35,910.00$           10.23$      10,125$           
Duke Malin Apr-06 Purchase -         -$         30 G11 -             -$                      9.96$        -$                
Sempra Malin Apr-06 Purchase 750         4.66$       30 Pool 22,500       104,850.00$         9.96$        119,138$         
Sempra Malin Apr-06 Purchase 1,000      4.27$       30 Pool 30,000       128,100.00$         9.96$        170,550$         
Sempra Malin Apr-06 Purchase 1,500      4.65$       30 Pool 45,000       209,250.00$         9.96$        238,725$         
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BP Malin May-06 Purchase 1,000      5.78$       31 Pool 31,000       179,180.01$         9.45$        113,615$         
Coral Energy Malin May-06 Purchase 1,000      7.89$       31 Pool 31,000       244,745.00$         9.45$        48,050$           
Duke CG May-06 Purchase -         -$         31 G11 -             -$                      9.72$        -$                
Duke Malin May-06 Purchase 130         6.74$       31 G11 4,030         27,162.20$           9.45$        10,901$           
Sempra Malin May-06 Purchase 1,200      4.66$       31 Pool 37,200       173,351.99$         9.45$        178,002$         
Sempra Malin May-06 Purchase 1,500      4.65$       31 Pool 46,500       216,225.00$         9.45$        222,967$         
BP Malin Jun-06 Purchase 1,000      5.78$       30 Pool 30,000       173,400.01$         9.47$        110,760$         
Coral Energy Malin Jun-06 Purchase 1,000      7.89$       30 Pool 30,000       236,850.00$         9.47$        47,310$           
Duke CG Jun-06 Purchase -         -$         30 G11 -             -$                      9.75$        -$                
Duke Malin Jun-06 Purchase 110         6.74$       30 G11 3,300         22,242.00$           9.47$        9,016$             
Sempra Malin Jun-06 Purchase 1,000      4.66$       30 Pool 30,000       139,800.00$         9.47$        144,360$         
Sempra Malin Jun-06 Purchase 1,000      5.06$       30 Pool 30,000       151,785.01$         9.47$        132,375$         
BP Malin Jul-06 Purchase 1,000      5.78$       31 Pool 31,000       179,180.01$         9.52$        115,785$         
Duke CG Jul-06 Purchase -         -$         31 G11 -             -$                      10.25$      -$                
Duke Malin Jul-06 Purchase 100         6.74$       31 G11 3,100         20,894.00$           9.52$        8,603$             
Sempra Malin Jul-06 Purchase 1,000      5.06$       31 Pool 31,000       156,844.51$         9.52$        138,120$         
Sempra Malin Jul-06 Purchase 1,000      4.48$       31 Pool 31,000       138,880.00$         9.52$        156,085$         
BP Malin Aug-06 Purchase 1,000      5.78$       31 Pool 31,000       179,180.01$         9.56$        117,242$         
Duke CG Aug-06 Purchase -         -$         31 G11 -             -$                      10.30$      -$                
Duke Malin Aug-06 Purchase 100         6.74$       31 G11 3,100         20,894.00$           9.56$        8,748$             
Sempra Malin Aug-06 Purchase 1,000      5.06$       31 Pool 31,000       156,844.51$         9.56$        139,577$         
Sempra Malin Aug-06 Purchase 1,000      4.48$       31 Pool 31,000       138,880.00$         9.56$        157,542$         
BP Malin Sep-06 Purchase 1,000      5.78$       30 Pool 30,000       173,400.01$         9.54$        112,860$         
Duke CG Sep-06 Purchase -         -$         30 G11 -             -$                      10.27$      -$                
Duke Malin Sep-06 Purchase 100         6.74$       30 G11 3,000         20,220.00$           9.54$        8,406$             
Sempra Malin Sep-06 Purchase 1,000      5.06$       30 Pool 30,000       151,785.01$         9.54$        134,475$         
Sempra Malin Sep-06 Purchase 1,000      4.48$       30 Pool 30,000       134,400.00$         9.54$        151,860$         
BP Malin Oct-06 Purchase 1,000      5.78$       31 Pool 31,000       179,180.01$         9.57$        117,614$         
Duke CG Oct-06 Purchase -         -$         31 G11 -             -$                      9.95$        -$                
Duke Malin Oct-06 Purchase 120         6.74$       31 G11 3,720         25,072.80$           9.57$        10,542$           
Sempra Malin Oct-06 Purchase 2,000      4.89$       31 Pool 62,000       303,490.00$         9.57$        290,098$         
BP CG Nov-06 Purchase 1,000      8.11$       30 Pool 30,000       243,299.99$         10.47$      70,920$           
BP Malin Nov-06 Purchase 1,470      7.24$       30 Pool 44,100       319,283.99$         10.14$      127,846$         
Coral Energy CG Nov-06 Purchase 1,000      8.25$       30 Pool 30,000       247,500.00$         10.47$      66,720$           
Coral Energy Malin Nov-06 Purchase 1,500      6.34$       30 Pool 45,000       285,524.99$         10.14$      170,730$         
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Duke CG Nov-06 Purchase 170         7.60$       30 G11 5,100         38,760.00$           10.47$      14,657$           
Duke Malin Nov-06 Purchase -         -$         30 G11 -             -$                      10.14$      -$                
Sempra Malin Nov-06 Purchase 2,000      4.89$       30 Pool 60,000       293,700.00$         10.14$      314,640$         
Sempra Malin Nov-06 Purchase 1,000      5.03$       30 Pool 30,000       150,900.01$         10.14$      153,270$         
BP CG Dec-06 Purchase 1,000      8.11$       31 Pool 31,000       251,409.99$         10.90$      86,490$           
Coral Energy CG Dec-06 Purchase 1,000      8.25$       31 Pool 31,000       255,750.00$         10.90$      82,150$           
Coral Energy CG Dec-06 Purchase 1,000      8.04$       31 Pool 31,000       249,240.00$         10.90$      88,660$           
Coral Energy CG Dec-06 Purchase 1,000      8.81$       31 Pool 31,000       273,110.01$         10.90$      64,790$           
Coral Energy Malin Dec-06 Purchase 1,500      6.34$       31 Pool 46,500       295,042.49$         10.55$      195,719$         
Duke CG Dec-06 Purchase 200         7.60$       31 G11 6,200         47,120.00$           10.90$      20,460$           
Duke Malin Dec-06 Purchase -         -$         31 G11 -             -$                      10.55$      -$                
Sempra Malin Dec-06 Purchase 2,000      4.89$       31 Pool 62,000       303,490.00$         10.55$      350,858$         
Sempra Malin Dec-06 Purchase 1,000      5.03$       31 Pool 31,000       155,930.01$         10.55$      171,244$         
Sempra Malin Dec-06 Purchase 1,470      6.64$       31 Pool 45,570       302,584.79$         10.55$      178,361$         
BP CG Jan-07 Purchase 1,000      8.11$       31 Pool 31,000       251,409.99$         11.19$      95,604$           
Coral Energy CG Jan-07 Purchase 1,000      8.25$       31 Pool 31,000       255,750.00$         11.19$      91,264$           
Coral Energy CG Jan-07 Purchase 1,000      8.04$       31 Pool 31,000       249,240.00$         11.19$      97,774$           
Coral Energy CG Jan-07 Purchase 1,000      8.81$       31 Pool 31,000       273,110.01$         11.19$      73,904$           
Coral Energy Malin Jan-07 Purchase 1,500      6.34$       31 Pool 46,500       295,042.49$         10.86$      209,901$         
Duke CG Jan-07 Purchase 190         7.60$       31 G11 5,890         44,764.00$           11.19$      21,169$           
Duke Malin Jan-07 Purchase -         -$         31 G11 -             -$                      10.86$      -$                
Sempra Malin Jan-07 Purchase 2,000      4.89$       31 Pool 62,000       303,490.00$         10.86$      369,768$         
Sempra Malin Jan-07 Purchase 1,000      5.03$       31 Pool 31,000       155,930.01$         10.86$      180,699$         
Sempra Malin Jan-07 Purchase 1,470      6.64$       31 Pool 45,570       302,584.79$         10.86$      192,260$         
BP CG Feb-07 Purchase 1,000      8.11$       28 Pool 28,000       227,079.99$         11.14$      84,812$           
Coral Energy CG Feb-07 Purchase 1,000      8.25$       28 Pool 28,000       231,000.00$         11.14$      80,892$           
Duke CG Feb-07 Purchase 190         7.60$       28 G11 5,320         40,432.00$           11.14$      18,827$           
Duke Malin Feb-07 Purchase -         -$         28 G11 -             -$                      10.80$      -$                
Sempra Malin Feb-07 Purchase 1,500      6.39$       28 Pool 42,000       268,170.01$         10.80$      185,598$         
Sempra Malin Feb-07 Purchase 2,000      4.89$       28 Pool 56,000       274,120.00$         10.80$      330,904$         
Sempra Malin Feb-07 Purchase 1,000      5.03$       28 Pool 28,000       140,840.01$         10.80$      161,672$         
Sempra Malin Feb-07 Purchase 1,470      6.64$       28 Pool 41,160       273,302.39$         10.80$      171,390$         
BP CG Mar-07 Purchase 1,000      8.11$       31 Pool 31,000       251,409.99$         10.88$      85,839$           
BP Malin Mar-07 Purchase 1,470      7.57$       31 45,570       345,192.74$         10.54$      135,297$         
Duke CG Mar-07 Purchase 170         7.60$       31 G11 5,270         40,052.00$           10.88$      17,280$           
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Duke Malin Mar-07 Purchase -         -$         31 G11 -             -$                      10.54$      -$                
Sempra Malin Mar-07 Purchase 1,500      6.39$       31 Pool 46,500       296,902.51$         10.54$      193,393$         
Sempra Malin Mar-07 Purchase 2,000      4.89$       31 Pool 62,000       303,490.00$         10.54$      350,238$         
Sempra Malin Mar-07 Purchase 1,000      5.03$       31 Pool 31,000       155,930.01$         10.54$      170,934$         
BP Malin Apr-07 Purchase 1,500      6.13$       30 Pool 45,000       275,850.01$         8.73$        117,180$         
Coral Energy Malin Apr-07 Purchase 1,500      4.63$       30 Pool 45,000       208,350.01$         8.73$        184,680$         
Duke CG Apr-07 Purchase 150         7.60$       30 G11 4,500         34,200.00$           9.15$        6,975$             
Duke Malin Apr-07 Purchase -         -$         30 G11 -             -$                      8.73$        -$                
BP Malin May-07 Purchase 1,500      6.13$       31 Pool 46,500       285,045.01$         8.40$        105,741$         
Coral Energy Malin May-07 Purchase 1,500      4.63$       31 Pool 46,500       215,295.01$         8.40$        175,491$         
Duke CG May-07 Purchase -         -$         31 G11 -             -$                      8.82$        -$                
Duke Malin May-07 Purchase 130         6.23$       31 G11 4,030         25,106.90$           8.40$        8,761$             
BP Malin Jun-07 Purchase 1,500      6.13$       30 Pool 45,000       275,850.01$         8.45$        104,355$         
Coral Energy Malin Jun-07 Purchase 1,500      4.63$       30 Pool 45,000       208,350.01$         8.45$        171,855$         
Duke CG Jun-07 Purchase -         -$         30 G11 -             -$                      8.87$        -$                
Duke Malin Jun-07 Purchase 110         6.23$       30 G11 3,300         20,559.00$           8.45$        7,323$             
Coral Energy Malin Jul-07 Purchase 1,000      7.91$       31 Pool 31,000       245,210.00$         8.49$        17,949$           
Duke CG Jul-07 Purchase -         -$         31 G11 -             -$                      8.91$        -$                
Duke Malin Jul-07 Purchase 100         6.23$       31 G11 3,100         19,313.00$           8.49$        7,003$             
Sempra Malin Jul-07 Purchase 1,000      5.41$       31 Pool 31,000       167,865.00$         8.49$        95,294$           
Sempra Malin Jul-07 Purchase 1,000      6.99$       31 Pool 31,000       216,689.99$         8.49$        46,469$           
Coral Energy Malin Aug-07 Purchase 1,000      7.91$       31 Pool 31,000       245,210.00$         8.53$        19,189$           
Sempra Malin Aug-07 Purchase 1,000      5.41$       31 Pool 31,000       167,865.00$         8.53$        96,534$           
Sempra Malin Aug-07 Purchase 1,000      6.99$       31 Pool 31,000       216,689.99$         8.53$        47,709$           
Coral Energy Malin Sep-07 Purchase 1,000      7.91$       30 Pool 30,000       237,300.00$         8.51$        18,060$           
Sempra Malin Sep-07 Purchase 1,000      5.41$       30 Pool 30,000       162,450.00$         8.51$        92,910$           
Sempra Malin Sep-07 Purchase 1,000      6.99$       30 Pool 30,000       209,699.99$         8.51$        45,660$           
Coral Energy Malin Oct-07 Purchase 1,000      7.91$       31 Pool 31,000       245,210.00$         8.55$        19,809$           
Sempra Malin Oct-07 Purchase 1,000      5.41$       31 Pool 31,000       167,865.00$         8.55$        97,154$           
Sempra Malin Oct-07 Purchase 1,000      6.99$       31 Pool 31,000       216,689.99$         8.55$        48,329$           
Coral Energy Malin Nov-07 Purchase 1,000      6.00$       30 Pool 30,000       180,000.00$         8.99$        89,610$           
Duke Malin Nov-07 Purchase 1,000      6.93$       30 Pool 30,000       207,750.01$         8.99$        61,860$           
Duke Malin Nov-07 Purchase 1,970      7.45$       30 Pool 59,100       440,294.99$         8.99$        90,837$           
Sempra Malin Nov-07 Purchase 1,000      6.99$       30 Pool 30,000       209,850.00$         8.99$        59,760$           
Coral Energy Malin Dec-07 Purchase 1,000      6.00$       31 Pool 31,000       186,000.00$         9.40$        105,400$         
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Duke Malin Dec-07 Purchase 1,000      6.93$       31 Pool 31,000       214,675.01$         9.40$        76,725$           
Duke Malin Dec-07 Purchase 1,970      7.45$       31 Pool 61,070       454,971.49$         9.40$        119,087$         
Sempra Malin Dec-07 Purchase 1,000      6.99$       31 Pool 31,000       216,845.00$         9.40$        74,555$           
Coral Energy Malin Jan-08 Purchase 1,000      6.00$       31 Pool 31,000       186,000.00$         9.72$        115,320$         
Duke Malin Jan-08 Purchase 1,000      6.93$       31 Pool 31,000       214,675.01$         9.72$        86,645$           
Duke Malin Jan-08 Purchase 1,970      7.45$       31 Pool 61,070       454,971.49$         9.72$        138,629$         
Sempra Malin Jan-08 Purchase 1,000      6.73$       31 Pool 31,000       208,630.00$         9.72$        92,690$           
Sempra Malin Jan-08 Purchase 1,000      6.99$       31 Pool 31,000       216,845.00$         9.72$        84,475$           
Duke Malin Feb-08 Purchase 1,000      6.93$       29 Pool 29,000       200,825.01$         9.67$        79,460$           
Duke Malin Feb-08 Purchase 1,970      7.45$       29 Pool 57,130       425,618.49$         9.67$        126,543$         
Sempra Malin Feb-08 Purchase 1,000      6.73$       29 Pool 29,000       195,170.00$         9.67$        85,115$           
Sempra Malin Feb-08 Purchase 1,000      6.99$       29 Pool 29,000       202,855.00$         9.67$        77,430$           
Duke Malin Mar-08 Purchase 1,000      6.93$       31 Pool 31,000       214,675.01$         9.41$        76,880$           
Duke Malin Mar-08 Purchase 1,970      7.45$       31 Pool 61,070       454,971.49$         9.41$        119,392$         
Sempra Malin Mar-08 Purchase 1,000      6.73$       31 Pool 31,000       208,630.00$         9.41$        82,925$           
Sempra Malin Mar-08 Purchase 1,000      6.99$       31 Pool 31,000       216,845.00$         9.41$        74,710$           
Coral Energy Malin Apr-08 Purchase 1,000      6.75$       30 Pool 30,000       202,500.00$         7.74$        29,700$           
Coral Energy Malin Apr-08 Purchase 1,000      7.26$       30 Pool 30,000       217,800.01$         7.74$        14,400$           
Sempra Malin Apr-08 Purchase 1,000      6.73$       30 Pool 30,000       201,900.00$         7.74$        30,300$           
Coral Energy Malin May-08 Purchase 1,000      6.75$       31 Pool 31,000       209,250.00$         7.48$        22,630$           
Coral Energy Malin May-08 Purchase 1,000      7.26$       31 Pool 31,000       225,060.01$         7.48$        6,820$             
Sempra Malin May-08 Purchase 1,000      6.73$       31 Pool 31,000       208,630.00$         7.48$        23,250$           
Coral Energy Malin Jun-08 Purchase 1,000      6.75$       30 Pool 30,000       202,500.00$         7.53$        23,250$           
Coral Energy Malin Jun-08 Purchase 1,000      7.26$       30 Pool 30,000       217,800.01$         7.53$        7,950$             
Coral Energy Malin Jul-08 Purchase 1,000      6.75$       31 Pool 31,000       209,250.00$         7.57$        25,265$           
Coral Energy Malin Jul-08 Purchase 1,000      7.26$       31 Pool 31,000       225,060.01$         7.57$        9,455$             

35,029,638.32$   24,058,645    
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Coral Power COB Purchase Oct-05 25 47.40$    416 329 492,960$         389,865$         97.00$      80.18$      785,448.82$        
Coral Power NP15 Purchase Oct-05 25 36.60$    416 329 380,640$         301,035$         104.50$    78.38$      1,049,759.40$     
Sempra NP15 Purchase Oct-05 25 54.75$    416 0 569,400$         -$                 104.50$    78.38$      517,400.00$        
Coral Power NP15 Purchase Oct-05 15 59.65$    416 329 372,216$         294,373$         104.50$    78.38$      372,271.86$        
Coral Power COB Purchase Nov-05 25 47.40$    400 320 474,000$         379,200$         106.50$    90.35$      934,564.02$        
Coral Power NP15 Purchase Nov-05 25 36.60$    400 320 366,000$         292,800$         112.25$    86.98$      1,159,532.49$     
Sempra NP15 Purchase Nov-05 25 54.75$    400 0 547,500$         -$                 112.25$    86.98$      575,000.00$        
Sempra NP15 Purchase Nov-05 10 56.25$    400 0 225,000$         -$                 112.25$    86.98$      224,000.00$        
Coral Power NP15 Purchase Nov-05 15 59.65$    400 320 357,900$         286,320$         112.25$    86.98$      446,779.46$        
Coral Power NP15 Purchase Nov-05 15 56.00$    400 320 336,000$         268,800$         112.25$    86.98$      486,199.48$        
Coral Power COB Purchase Dec-05 25 47.40$    416 328 492,960$         388,680$         115.00$    109.02$    1,208,324.75$     
Coral Power NP15 Purchase Dec-05 25 36.60$    416 328 380,640$         300,120$         118.75$    92.24$      1,310,569.37$     
Sempra NP15 Purchase Dec-05 25 54.75$    416 0 569,400$         -$                 118.75$    92.24$      665,600.00$        
Sempra NP15 Purchase Dec-05 10 56.25$    416 0 234,000$         -$                 118.75$    92.24$      260,000.00$        
Coral Power NP15 Purchase Dec-05 15 59.65$    416 328 372,216$         293,478$         118.75$    92.24$      529,103.59$        
Coral Power NP15 Purchase Dec-05 10 66.10$    416 328 274,976$         216,808$         118.75$    92.24$      304,747.75$        
Coral Power NP15 Purchase Jan-06 25 36.60$    400 344 366,000$         314,760$         121.68$    94.85$      1,351,757.08$     
Coral Power NP15 Purchase Jan-06 10 58.25$    400 344 233,000$         200,380$         121.68$    94.85$      379,626.82$        
Coral Power NP15 Purchase Jan-06 15 66.25$    400 344 397,500$         341,850$         121.68$    94.85$      480,160.23$        
Duke NP15 Purchase Jan-06 25 66.25$    400 0 662,500$         -$                 121.68$    94.85$      554,314.52$        
Duke NP15 Purchase Jan-06 25 66.25$    400 0 662,500$         -$                 121.68$    94.85$      554,314.52$        
BP NP15 Purchase Jan-06 25 70.50$    400 0 705,000$         -$                 121.68$    94.85$      511,814.52$        
Coral Power NP15 Purchase Feb-06 25 36.60$    384 288 351,360$         263,520$         120.52$    93.95$      1,218,546.61$     
Coral Power NP15 Purchase Feb-06 10 58.25$    384 288 223,680$         167,760$         120.52$    93.95$      341,930.63$        
Coral Power NP15 Purchase Feb-06 15 66.25$    384 288 381,600$         286,200$         120.52$    93.95$      432,255.95$        
Coral Power NP15 Purchase Feb-06 25 65.50$    384 0 628,800$         -$                 120.52$    93.95$      528,216.77$        
Duke NP15 Purchase Feb-06 20 79.25$    384 0 608,640$         -$                 120.52$    93.95$      316,973.42$        
Coral Power NP15 Purchase Mar-06 25 36.60$    432 312 395,280$         285,480$         117.05$    91.24$      1,294,975.96$     
Coral Power NP15 Purchase Mar-06 10 58.25$    432 312 251,640$         181,740$         117.05$    91.24$      356,914.37$        
Coral Power NP15 Purchase Mar-06 15 66.25$    432 312 429,300$         310,050$         117.05$    91.24$      446,091.56$        
Sempra NP15 Purchase Mar-06 15 48.50$    432 312 314,280$         226,980$         117.05$    91.24$      644,181.56$        
Sempra NP15 Purchase Apr-06 20 54.45$    400 319 435,600$         347,391$         84.56$      61.71$      287,204.56$        
BP COB Purchase Sep-06 10 54.50$    400 0 218,000$         -$                 89.29$      72.96$      139,167.65$        
Coral Power COB Purchase Sep-06 25 59.50$    400 0 595,000$         -$                 89.29$      72.96$      297,919.12$        
Sempra NP15 Purchase Sep-06 10 53.50$    400 320 214,000$         171,200$         101.56$    69.82$      244,478.38$        
BP COB Purchase Oct-06 10 54.50$    416 0 226,720$         -$                 86.41$      75.43$      132,729.56$        
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Coral Power NP15 Purchase Oct-06 25 36.60$    416 329 380,640$         301,035$         94.85$      75.65$      926,999.89$        
Sempra NP15 Purchase Oct-06 10 53.50$    416 329 222,560$         176,015$         94.85$      75.65$      244,894.94$        
Sempra NP15 Purchase Oct-06 10 66.10$    416 329 274,976$         217,469$         94.85$      75.65$      151,024.96$        
BP COB Purchase Nov-06 10 54.50$    400 0 218,000$         -$                 85.52$      74.12$      124,061.43$        
Coral Power COB Purchase Nov-06 25 57.50$    400 0 575,000$         -$                 85.52$      74.12$      280,153.58$        
Coral Power NP15 Purchase Nov-06 25 36.60$    400 320 366,000$         292,800$         93.87$      69.14$      833,021.35$        
Sempra NP15 Purchase Nov-06 10 53.50$    400 320 214,000$         171,200$         93.87$      69.14$      211,528.53$        
Sempra NP15 Purchase Nov-06 10 66.10$    400 320 264,400$         211,520$         93.87$      69.14$      120,808.54$        
BP COB Purchase Dec-06 10 54.50$    400 0 218,000$         -$                 89.08$      77.34$      138,313.99$        
Coral Power COB Purchase Dec-06 25 66.25$    400 0 662,500$         -$                 89.08$      77.34$      228,284.98$        
Coral Power NP15 Purchase Dec-06 25 36.60$    400 344 366,000$         314,760$         97.78$      73.08$      925,544.66$        
Sempra NP15 Purchase Dec-06 10 53.50$    400 344 214,000$         184,040$         97.78$      73.08$      244,481.85$        
Sempra NP15 Purchase Dec-06 10 66.10$    400 344 264,400$         227,384$         97.78$      73.08$      150,737.86$        
BP COB Purchase Jan-07 10 51.50$    416 328 214,240$         168,920$         86.70$      70.25$      207,919.73$        
Sempra COB Purchase Jan-07 10 68.25$    416 328 283,920$         223,860$         86.70$      70.25$      83,299.73$          
Coral Power NP15 Purchase Jan-07 25 36.60$    416 328 380,640$         300,120$         97.99$      75.28$      955,671.68$        
BP NP15 Purchase Jan-07 20 81.50$    416 0 678,080$         -$                 97.99$      75.28$      137,231.43$        
BP COB Purchase Feb-07 10 51.50$    384 288 197,760$         148,320$         85.87$      69.58$      184,059.22$        
Sempra COB Purchase Feb-07 10 68.25$    384 288 262,080$         196,560$         85.87$      69.58$      71,499.22$          
Coral Power NP15 Purchase Feb-07 25 36.60$    384 288 351,360$         263,520$         97.06$      74.56$      853,755.30$        
BP COB Purchase Mar-07 10 51.50$    432 312 222,480$         160,680$         83.39$      67.57$      187,933.76$        
Sempra COB Purchase Mar-07 10 68.25$    432 312 294,840$         212,940$         83.39$      67.57$      63,313.76$          
Coral Power NP15 Purchase Mar-07 25 36.60$    432 312 395,280$         285,480$         94.26$      72.41$      902,071.14$        
Sempra NP15 Purchase Sep-07 10 53.65$    384 336 206,016$         180,264$         96.13$      65.13$      201,690.64$        
Coral Power NP15 Purchase Oct-07 25 36.60$    432 313 395,280$         286,395$         90.53$      71.16$      852,876.72$        
Sempra NP15 Purchase Oct-07 10 53.65$    432 313 231,768$         167,925$         90.53$      71.16$      214,128.17$        
Sempra COB Purchase Nov-07 10 76.10$    400 0 304,400$         -$                 79.27$      68.57$      12,664.23$          
Coral Power NP15 Purchase Nov-07 25 36.60$    400 320 366,000$         292,800$         89.59$      65.04$      757,429.80$        
Sempra NP15 Purchase Nov-07 10 53.65$    400 320 214,600$         171,680$         89.59$      65.04$      180,211.90$        
Sempra COB Purchase Dec-07 10 76.10$    400 0 304,400$         -$                 82.57$      71.56$      25,875.24$          
Coral Power NP15 Purchase Dec-07 25 36.60$    400 344 366,000$         314,760$         93.33$      68.74$      843,697.32$        
Sempra NP15 Purchase Dec-07 10 53.65$    400 344 214,600$         184,556$         93.33$      68.74$      210,626.90$        
Sempra COB Purchase Jan-08 10 76.10$    416 0 316,576$         -$                 81.44$      65.18$      22,226.34$          
Coral Power NP15 Purchase Jan-08 25 36.60$    416 328 380,640$         300,120$         91.43$      70.54$      848,498.45$        
Coral Power NP15 Purchase Feb-08 25 36.60$    400 296 366,000$         270,840$         90.56$      69.87$      785,737.54$        
Coral Power NP15 Purchase Mar-08 25 36.60$    416 328 380,640$         300,120$         87.94$      67.85$      790,240.99$        
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Coral Power NP15 Purchase Oct-08 25 36.60$    432 313 395,280$         286,395$         84.46$      66.68$      752,286.42$        
Coral Power NP15 Purchase Nov-08 25 36.60$    384 336 351,360$         307,440$         83.59$      60.94$      655,561.78$        
Coral Power NP15 Purchase Dec-08 25 36.60$    416 328 380,640$         300,120$         87.07$      64.41$      752,986.58$        
Coral Power NP15 Purchase Jan-09 25 36.60$    416 328 380,640$         300,120$         86.43$      66.11$      760,284.12$        
Coral Power NP15 Purchase Feb-09 25 36.60$    384 288 351,360$         263,520$         85.61$      65.48$      678,467.66$        
Coral Power NP15 Purchase Mar-09 25 36.60$    416 328 380,640$         300,120$         83.14$      63.59$      705,387.21$        
Coral Power NP15 Purchase Oct-09 25 36.60$    432 313 395,280$         286,395$         79.85$      62.50$      669,737.28$        
Coral Power NP15 Purchase Nov-09 25 36.60$    384 336 351,360$         307,440$         79.03$      57.12$      579,623.20$        
Coral Power NP15 Purchase Dec-09 25 36.60$    416 328 380,640$         300,120$         82.32$      60.37$      670,396.92$        
Total 29,681,484$   15,686,542$   41,540,121.69$  
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I. INTRODUCTION 
It is the policy of the City of Palo Alto, to provide reliability and affordable energy and energy 
services to its industrial, commercial and residential customers in an environmentally sustainable 
manner.  Furthermore, this policy is consistent with the City’s business objectives of making 
financially sound and timely investments in the capital infrastructure of the Utilities to ensure the 
reliable delivery of energy and energy services to its customers. 
 
The Energy Risk Management Policy details the key control structures and policies for a prudent 
risk management processes based on sound utility risk management principles, while ensuring 
adherence to financial requirements set forth by City Council and Director of Administrative 
Services as well as all pertinent legal requirements.  The control structures and policies are 
focused on the following issues: 
 

• Clearly defined segregation of duties and delegation of authority 
• Organizational structure for risk management controls 
• Policies related to setting acceptable risk parameters and risk limits. 
• Policies for risk reporting 
• Permitted transaction and product types. 

II. ENERGY RISK MANAGEMENT PHILOSOPHY 
The mission statement of the Utilities Department is “To build value for our citizen owners, to 
provide dependable returns to the City and citizens of Palo Alto, and to be the preferred full 
service utility provider while sustaining the environment.”  The Utilities Strategic Plan, adopted 
by the Council on November 13, 20001 contains four supporting objectives:  1) Enhance 
customer satisfaction by delivering valued products and services; 2) Invest in utility 
infrastructure to deliver reliable service; 3) Provide superior financial performance to the City 
and competitive rates to customers; and 4) To identify and maintain the unique advantages of 
municipal ownership. 
 
 Palo Alto recognizes that certain risks are inherent in the deregulated energy business 
environment. The City seeks to minimize risks in order to provide retail rate stability to its retail 
customers and a stable financial return to the City’s General Fund.  The basic premise underlying  
the City’s energy risk management attitude is that no activities related to energy purchase and 
sales should expose the City to the possibility of large financial losses in relation to the size of 
the electricity and gas reserve funds. 

                                                 
1 Council approved the Utilities Strategic Plan on Nov. 13, 2000 (CMR:418:00) and the Utilities Strategic 
Implementation Plan on May 21, 2001 (CMR:223:01). 
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III. ENERGY RISK MANAGEMENT OBJECTIVES 
The primary objectives of energy risk management activities are to balance the business 
objectives of  (1) providing stable gas and electric rates to end users, (2) preserving a supply cost 
advantage through obtaining the best available price, and (3) managing business processes to 
allow the City to work efficiently and cost effectively. 

1. Retail Rate Stability 
Stable rates are of high value to the citizens and businesses in Palo Alto.  However, energy 
commodity market prices are extremely volatile.  Therefore, a primary objective is to manage the 
risks inherent in the energy commodity markets in which CPAU participates.  The rate stability 
objective will be to mitigate market risk and credit risk. 
 
Reserve balances maintained by the gas and electric utilities provide financial liquidity and 
flexibility in entering into other shorter-term contracts and purchases of energy in the spot and 
forward market as needed to meet the projected load.  Maintaining the safety of these reserve 
funds is a matter of high priority for CPAU and the City. 

2. Preserve a Supply Cost Advantage 
CPAU will endeavor to: (a) reduce exposure to potential adverse energy price movements; (b) 
enhance revenue by taking advantage of flexibility inherent in CPAU contracts and resources; 
and (c) enhance revenue by offering commodity products that address customer needs and 
adequately cover costs. 
 

3. Efficient and Cost Effective Business Processes 
City staff will utilize business practices and controls that are sufficient to identify, evaluate, and 
manage risks, and are designed to streamline and minimize recording, analysis and reporting 
requirements. Staff will strive to improve the risk management procedures to enhance 
productivity, reduce the cost of conducting risk management activities, and maintain 
transparency and value of the risk management process.  

IV. SCOPE 
These Energy Risk Management Policies shall apply to the electric and natural gas supply 
business units as well as telecommunications business units. The electric and natural gas units 
are the part of the electric and natural gas enterprise funds that deal directly with the acquisition 
of energy supply resources. 
 

• These Energy Risk Management Policies prescribe the management, organization, 
authority, processes, tools and systems to monitor, measure, and control market risks to 
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which the City is exposed in its normal course of business, including wholesale and retail 
operations, capital projects (related to generation, transmission, transportation, or storage, 
not distribution projects), and participation in joint powers authorities. 

 
• The policy does not address general business risks such as fire, accident, casualty, worker 

health and safety, and general liability.  Neither does the policy does not cover the water 
fund or the electric and natural gas distribution business units. 

V. GENERAL TRANSACTING POLICY 

1. Anti-speculation 
Speculative buying and selling of energy products is prohibited.  Speculation is defined as 
buying energy not needed for meeting forecasted load or selling energy that is not owned. In no 
event shall transactions be entered into to speculate on market conditions. 

2. Maximum Transaction Term 
The maximum term of any supply resource transaction (purchase or sale) should be ten years, 
unless specifically approved by the City Council, to meet long-term portfolio planning 
objectives. 

3. Portfolio Performance and Value Reporting 
Staff shall prepare performance reports containing an analysis of physical and financial positions 
of all electric and gas commodity contracts. The frequency and content of performance reports 
for each oversight body shall be prescribed in the Energy Risk Management Guidelines. Should 
the ratio of the market value of the portfolio to the cost of the portfolio fall outside of the risk 
limits prescribed in the Energy Risk Management Guidelines, the City Manager will report this 
fact to the City Council within a reasonable period and evaluate whether there is any risk of 
holding any of the contracts in the portfolio to delivery. 

4. Competitive Process 
Whenever possible, CPAU will obtain three or more quotations when making a purchase or sale 
transaction and select the best price from a responsible bidder. 

VI. OVERSIGHT BODIES 

1. City Council 
The City Council is responsible for making high-level broad policy and strategy statements as 
contained in this Policy document.  The Policy shall guide the general vision of CPAU business 
practices, articulating the City’s risk philosophy, and establishing risk tolerances.  The City 
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Council adopts the Energy Risk Management Policies as developed and recommended by the 
Risk Oversight Committee and delegates the City Manager to execute it.  The City Council will 
review the Policy every year.  Additionally, the City Council shall receive reports quarterly from 
the City Manager regarding energy risk management activities.  These reports will be provided 
to the Council as soon as possible after the end of each quarter and no later than eight weeks 
following the end of the quarter. 

2. Utilities Advisory Commission 
The Utilities Advisory Commission (UAC) is responsible for advising the City Council on long-
range planning and policy matters relating to the electricity, gas and water utilities.  While it has 
no formal responsibility in Risk Management, the UAC does receive and review regular 
management reports prepared by the Risk  Manager for the City Council.  In addition, the UAC 
can serve as an important source of advice and comment to the City Council on risk 
management. 

3. City Manager 
The City Manager has overall responsibility for executing and ensuring compliance with policy 
adopted by the City Council. The City Manager reports quarterly to the City Council regarding 
energy risk management activities. 

4. Risk Oversight Committee 
The Risk Oversight Committee (ROC) consists of the Director of Utilities (Chairperson), the 
Director of Administrative Services, and the Assistant City Manager.   The Senior Assistant City 
Attorney assigned to Utilities and the City Auditor act as non-voting advisors to the ROC.   The 
Energy Risk Manager serves as the Secretary to the Committee. 
 
The ROC is the primary body responsible for creating and implementing a sound approach to 
managing risk consistent with the business strategy and risk tolerance of the organization as 
defined by the City Council.  As such, the ROC is critical to overseeing and reviewing the risk 
management process and infrastructure and managing the Utilities’ risk exposure.  

5. Management Oversight 
Risk management oversight at an operational level is accomplished through supervisory review 
and approval and appropriate separation of duties. Risk management functions are separated as 
follows: 

a.          Front Office – Planning and Procurement 
The Front Office is primarily responsible for resource planning and procuring energy supplies 
and services. The Front Office oversight role is accomplished through supervisory review and 
approval.  



 
  
 
 
   
   
 
Approved by City Council 21-Oct-2002  Page 5 

b. Middle Office – Controls and Reporting 
The Middle Office provides the primary independent management oversight role. The Middle 
Office institutes, supervises, and reviews all risk management activities including portfolio 
exposure, credit exposure, transaction compliance and on-going approval of counterparties and 
transacting precuts. The Middle Office responsibilities include monitoring CPAU’s risk 
exposures and ensuring compliance with policies, guidelines, and procedures.   Additionally, 
the Middle Office is responsible for reporting to the ROC on Risk Management issues, and 
recommending to the ROC when changes in policy or operating procedure are required.  These 
recommendations may relate to the temporary or permanent halting of transactions with one or 
more counterparties, exceptions to rules and procedures, other operational exceptions, and any 
other topic the Risk Manager believes represents an unacceptable risk exposure. 

 
The Middle Office adopts and updates as necessary the Energy Risk Management Policies, 
Guidelines and Procedures so that portfolio management functions occur in compliance with 
the Council-adopted Energy Risk Management Policies and ROC-adopted Energy Risk 
Management Guidelines.   The functions of the Middle Office can be broadly defined as 
Quantitative Analysis, Compliance Review, Credit Administration, and Management 
Reporting.   

Quantitative Analysis   
The Middle Office performs rigorous risk analysis to evaluate the risk exposure on both a 
transaction and portfolio basis.    

Compliance Review  
The Middle Office monitors all transactions to ensure compliance of transactions with the 
Risk Management Policies, Guidelines and Procedures.  

Credit Administration    
The Middle Office monitors counterparty creditworthiness.  The Middle Office objectively 
measures and monitors credit limits and credit histories, and may temporarily or 
permanently halt trading, upon recommendation of the ROC, with an approved counterparty 
because of credit exposure or credit condition. 

Management Reporting     
The Middle Office administers reports to the ROC related to risk management, and 
performance in alignment with the Energy Risk Management Policies and Guidelines and 
the requests of the ROC.   



 
  
 
 
   
   
 
Approved by City Council 21-Oct-2002  Page 6 

c. Back Office – Settlement and Recording 
The Back Office is primarily responsible for settlement of bills, recording transactions, 
bookkeeping and accounting, and contract administration. The Back Office roles in oversight 
are ensuring that bills reflect orders, independently monitoring and recording transactions into 
a tracking database, and verifying and reporting on compliance with procedures as reflected in 
the deal tracking documentation.   Functions within the Back Office are performed by both 
ASD and CPAU personnel and are detailed in the Risk Management Procedures. 

VII. CUSTOMER CONTRACT POLICY 
Guidelines for oversight, review, approval, pricing, and reporting of customer contracts and 
fixed-term commodity rates are necessary to ensure staff is implementing contracts as directed 
by Council and contained within the CPAU Rules and Regulations of the City of Palo Alto 
Utilities #5, Section D. 

VIII. COMMODITY PRICING POLICY 
 
1.  Policy Statement 
Retail prices for energy supplies will be fair and equitable to all customers and will recover all 
incurred costs.  The commodity pricing policy will be used both for the development of 
standardized commodity tariffs and for long-term, or customized, customer contract rates.  The 
City Manager is responsible for implementing this policy by overseeing the process of all 
commodity rate development and ensuring that all procedures are followed consistently and that 
all calculations are appropriately documented. 
 
The commodity pricing policy is composed of the following five principles with the first 
principle having priority over the remaining four: 

 
a.  Direct Cost Recovery 

All direct costs of providing commodity service will be recovered in commodity rates. 
 
b.  Risk Management 

To the extent practicable, all risks must be insured, and contract terms must protect 
CPAU from major contingencies.  To the extent that CPAU assumes risk to provide 
commodity products to customers, the customer shall pay reasonable compensation for 
bearing that risk. 

 
c.  Indirect Cost Recovery 

To the extent practicable, it is an objective to recover all indirect costs of commodity 
service from commodity customers. 
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d.  Nondiscrimination 

All customers within a customer class shall be treated in a fair and impartial manner and 
be entitled to acquire commodities at the same or substantially similar terms and 
conditions. 
 

e.  Nonsubsidization 
To the extent practicable, costs will be allocated to customers and customer classes 
according to how those costs are incurred.  Thus, commodity rates will not be established 
in a manner that permits one class of customers to be subsidized by another. 

IX. COUNTERPARTY CREDIT POLICY 

1.  Objectives 
The objective of the Counterparty Credit Policy is to minimize the potential adverse financial 
impacts on the City in the event of a defaulting counterparty.  The policy is to minimize the 
City’s credit exposure and potential adverse financial impacts by: 
 

• Establishing a credit risk management governance and oversight structure within the 
existing energy risk management program; 

• Providing a framework to enable the City to qualify energy suppliers and transact with 
approved counterparties; 

• Providing counterparty transacting parameters (limits) to control and measure the City’s 
exposure to any one supplier; and 

• Implementing a mechanism to monitor and report on supply portfolio related 
counterparty credit exposures. 

 
This policy applies to market-based commodity transactions as well as to physical asset-based 
transactions related to generation, transmission, gas wells, pipeline capacity, natural gas storage, 
etc.  

2.  Organizational Roles and Responsibilities 
The Middle Office has the responsibility to ensure that energy procurement transacting activities 
and supply portfolio management conform to the Counterparty Credit Policy. 

3.  Guidelines to Qualify Suppliers  
Counterparty credit risk management involves selecting reputable companies to supply the City 
and allocating purchases amongst multiple suppliers.   The guidelines set out qualification 
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criteria for potential counterparties of the City.  The ROC maintains a list of approved 
counterparties. 

4.  Assignment of Transaction Limits and Credit Exposure Limits to Counterparties 
The ROC approves the Counterparty Credit Limits proposed by the Risk Manager and ensures 
that such limits diversify the credit exposure of the City as it relates to energy supply 
procurement activities. Transaction and Credit Exposure Limits are established by evaluating a 
counterparty’s credit worthiness, net worth of assets held by the counterparty, quality of 
guarantees, market intelligence, and credit enhancement tools provided by counterparty, as set 
forth in the Energy Risk Management Guidelines. 

5.  Monitoring and Reporting on the Counterparty Credit Exposures 
Counterparty credit exposures and transactions volumes relative to the established limits are to 
be monitored on an ongoing basis and reported to the ROC on a monthly basis by the Risk 
Manager.  

X. POLICY REVIEW AND REPORTING ON TRANSACTING 
Key to energy risk management is the monitoring of risks.  Accurate and timely information 
must be provided to all parties involved in any aspects of energy risk management to allow them 
to perform their functions appropriately.  Quarterly reports will be provided for distribution to 
the ROC, the UAC, and the City Council which provide details on the City’s forward purchases, 
market exposure, credit exposure, transaction compliance and other relevant data. 

  

XI. AUTHORIZED TRANSACTING PRODUCTS 
Products allowed for electric transactions include energy, capacity, transmission, and ancillary 
services.  Products allowed for natural gas transactions include energy, transportation, and 
storage.  The Risk Oversight Committee is responsible for authorizing all products and 
commodity types as further detailed in the Energy Risk Management Guidelines. At this time, 
only physical transacting products are approved.  Financial products are explicitly prohibited.  
Transactions of products not approved by the Risk Oversight Committee are strictly prohibited.  
All transactions must follow certain requirements as described throughout this Policy. Key 
elements of CPAU’s transaction policy are as follows: 
 

• All transactions must be committed to by authorized transacting personnel. 
• All transactions must be with approved counterparties with executed and Council 

approved contracts. 
• All transactions must be with counterparties with adequate available credit. 
• All transactions must be committed over recorded phone lines or via electronic mail. 



 
  
 
 
   
   
 
Approved by City Council 21-Oct-2002  Page 9 

• All transactions must be Approved Transaction Types. 
• All transactions must be consistent with Risk Management Policy as described in this 

document, as well as Risk Management Guidelines and Procedures. 
 
Failure to observe the above minimum requirements when executing energy transaction is a 
violation of Policy and is subject to disciplinary action. 

XII. TRANSACTING AUTHORITY 
The City Manager has the authority to purchase and sell wholesale energy commodities for terms 
of up to three years under open purchase contracts. The Director of Utilities is granted the 
authority to negotiate for the purchase and sale energy commodities. Purchases and sales are 
subject to signature authority limits as defined in the Municipal Code. Currently, energy 
purchases exceeding $250,000 per year and exceeding a three-year term require City Council 
approval (Municipal Code Sec 2.30.210 (l)).   Authority to enter into transactions must be based 
on City Council approved contracts such as master agreements, purchase agreements, or other 
contractual forms.  In all cases the Municipal Code provides the final authorization rules and 
regulations for energy purchases. 
 
City Manager authorities may be delegated by the City Manager. Authorization levels for City 
staff as delegated are maintained in the Risk Management Procedures manual by the Middle 
Office. The City Clerk maintains the list of individuals authorized to make wholesale 
transactions. 

XIII. CONFLICT OF INTEREST 
In accordance with the Municipal Code and California law, personnel involved in transacting and 
oversight of the Utilities supply resource acquisition programs may not engage in financial 
conflicts of interest, unless the City is duly informed and it elects to waive such conflicts.  The 
Energy Risk Management Guidelines contain detailed requirements for staff conflict of interest 
disclosure and prohibitions as to acquiring or maintaining financial interest in energy trading 
counterparties.  All personnel in procuring or selecting counterparties for contracting or 
transacting are required to complete, on an annual basis, the Form 700 Disclosure forms and 
submit these forms to the City Clerk.  Utilities Department senior management are responsible 
for routinely reviewing the Form 700 of each staff member engaged in the supply resource 
decision-making process for the purpose of identifying potential financial conflicts of interest.  
The City Attorney's Office will assist Utilities Department senior management in reviewing 
these forms and providing legal advice in connection with such reviews. 
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MEMORANDUM 

 
 
TO: UTILITIES ADVISORY COMMISSION 
 
FROM: UTILITIES DEPARTMENT 
 
DATE: MAY 4, 2005 
 
SUBJECT: RECOMMENDATION TO AFFIRM THE CONTINUED APPLICATION 

OF THE 2003 ELECTRIC AND GAS SUPPLY RATE STABILIZATION 
RESERVE GUIDELINES   

 
RECOMMENDATION
This report requests that the Utilities Advisory Commission (UAC) recommends that the Council 
affirm the continued application of the 2003 Electric and Gas Supply Rate Stabilization Reserve 
(RSR) Guidelines by staff for financial planning and retail rate making purposes. 
 
EXECUTIVE SUMMARY 
City of Palo Alto Utilities (CPAU) annually evaluates the reserve levels required to maintain the 
financial health of CPAU and to maintain stable rates for our customers. The methodologies for 
determining Maximum and Minimum Guidelines for the Electric and Gas Supply RSRs were 
most recently updated and approved in 2003 (CMR: 483.03). Based upon the most recent review 
of uncertainties, staff recommends the continued application of the 2003 Reserve Guidelines 
which set the Minimum and Maximum Supply RSR levels as a function of budgeted annual 
supply purchase costs. Staff also recommends maintaining the Electric Supply RSR balance 
close to the Maximum end of the guideline in FY 05-06 due to increased regulatory and legal 
uncertainties. Since natural gas pool supply cost in FY 05-06 are known with a high degree of 
certainty, staff recommends the Gas Supply RSR balance for the year be allowed to drift closer  
to the Minimum end of the Guideline.      
  
Table 1 shows  FY 05-06 minimum and maximum reserve levels for the electric and gas supply 
RSR based upon currently approved guidelines and budgeted cost for FY 05-06.  The water, 
wastewater, and electric and gas distribution RSRs based upon approved guidelines are also 
shown.    
 

Table 1 -Current RSR Guideline Levels Million $ 
RSR Current 05-06 

Guidelines Min/Max 
Current Formula to Calculate Maximum Guideline 

(Minimum Guidelines = 50% of Max) 
Electric Supply 29.9 / 59.8   103% of purchase costs 
Gas Supply 7.6 / 15.2 75% of purchase costs 
   
Electric Distribution 5.3 / 10.6 38% of sales revenue 
Gas Distribution 3.0 / 5.9 40% of sales revenue 
Water 7.9 / 15.8 62% of sales revenue 
Wastewater Collection 4.6 / 9.1 61% of sales revenue 
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BACKGROUND 
In 1993, Council adopted a Utility reserve policy and approved establishing Rate Stabilization 
Reserves to help stabilize rates for each Utility (CMR:263:93). The key points of the policy are: 
 

• Reserves should be used to finance extraordinary one-time contingencies and to cover 
increased operating costs in the short-run, while allowing rates to gradually increase over 
a reasonable period. 

 
• Reserves should not be used to solve long-term financial problems or to cover potential 

major catastrophic disasters. 
 
• Rate Stabilization Reserve (RSR) level guidelines should be set to allow reserves to float 

up or down. The decision to hold more money or less money than the guideline should be 
based on an assessment of the uncertainties and financial risk facing the utilities. 

 
• The adequacy and prudence of the guidelines will be reviewed internally each year, and if 

appropriate, revised guidelines will be recommended. 
 
Since 1993, Council has revised certain RSR guidelines in 1998 (CMR:194:98), 2001 (CMR: 
248:01), and in 2003 (CMR: 483.03). Currently, the Water and Wastewater Funds each have one 
RSR to cover supply and distribution costs. To assure fairness to all ratepayers in a deregulated 
competitive environment, separate RSRs for supply and distribution were established for the 
Electric and Gas Funds.  
  
DISCUSSION 
Prudent reserve levels reduce the need for unplanned rate changes by providing a cushion to fund 
unanticipated cost contingencies. In this manner, reserves help to provide rate stability. Prudent 
reserve levels also help to maintain the City’s excellent credit rating. Standard and Poors (S&P) 
and Moody’s assigned an AA- and Aa3 rating, respectively, to the City’s 2002 Utility Revenue 
Bonds. S&P noted, “In addition to rate increases, the city has established cash reserve policies 
for each utility fund that provide a significant amount of liquidity.”  S&P further noted, “The 
stable outlook reflects a demonstrated commitment on behalf of management and the City 
Council to maintain the financial health and flexibility of the utility funds.” In September 2004 
S&P affirmed City’s “AA- stable” rating.  
 
In recent years the compounded impacts of regulatory and legal uncertainties, a sluggish 
economy, volatile energy prices, and rising capital improvement costs (CIP) related to CPAU’s 
aging infrastructure have posed challenges in maintaining stable retail rates and reserves.  It is 
important to have flexibility to delay rate increases or decreases in order to stagger retail rate 
adjustments between the six utilities on a customer’s bill. The value and importance of having 
adequate reserves to weather an unanticipated crisis was demonstrated during the 2000-01 
energy crisis as Gas Fund reserves were drawn down to near zero in order to cushion the rate 
shock to CPAU customers from skyrocketing wholesale natural gas costs.   
 
Starting in January 2005, reduced electricity available from the Western contract along with the 
variability in hydro energy production has exposed the Electric Supply RSR to significant market 

UAC 5/4/05 Item 3                                                                                                                                     Page 2 of 10 



price risk, particularly in low-hydro production years. These uncertainties were addressed in the 
Long Term Electric Acquisition Plan (LEAP) Guidelines and Implementation plan. 
 

LEAP Guideline #2 –  CMR:398:02, October 21, 2002 
Manage hydro production risk by maintaining adequate supply rates stabilization reserve  

 
LEAP Implementation Plan #11 – CMR:354:03, August 4, 2003
Maintain adequate reserves by recognizing the degree of uncertainty the City faces in the 
future. Evaluate modifying the policy or targets to make certain that the Electric Supply 
RSR is adequate to ensure stable rates in an environment of uncertainty and consider 
potential guidelines such as being able to maintain stable rates in the event of two dry 
years in a row. 

 
Summary of Uncertainty Analysis and Determination of FY 05-06 Target Reserve Levels 
The current goal of the Electric and Gas Supply RSR is to have sufficient funds to cover two 
broad situations over a generic two year period: (1) Volatility in recurring supply costs, and (2) 
one-time cost contingencies.  Having sufficient reserves allows rate stability and rate flexibility 
to be maintained over a two-year period. After two years, it is assumed that rates would be 
changed to cover any on-going cost or revenue changes. The categories of cost uncertainties 
provided in the updated analysis maintained the same broad cost categories identified in the 2003 
study. The summary of analysis results along with comparative results from the 2003 study is 
shown in Table 2 for electric and Table 3 for natural gas. A more detailed analysis is provided in 
Attachment A. 
 
In establishing targets for the Supply RSR balances, staff assessed the cost uncertainty for FY 
05-06 to determine where relative to the Minimum and Maximum Guidelines.  This concept of 
determining dynamic reserve level targets for the prompt year is illustrated below.  
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Electric Supply RSR 
The analysis revealed a considerable increase in cost uncertainties faced by the electric supply 
business unit. Compared to the $53.5 million cost uncertainties identified in the 2003 analysis, 
present analysis revealed a cost uncertainty of $76.8 million. Higher market prices, greater hydro 
production exposure, and high degree of legal and regulatory risks are the major causes of the 
rise in uncertainty. Much of this higher legal and regulatory uncertainty is expected to dissipate 
by the end of FY 05-06. Hence it is recommended to maintain the existing Council approved 
Electric Supply RSR Minimum and Maximum Guideline range of 51.5% to 103% of budgeted 
supply purchase cost. Further, due to the high degree of cost uncertainty in FY 05-06, 
maintaining reserves at their present level, close to the Maximum Guideline, appears prudent. 
 
 

Table 2:  Summary of Electric Supply Cost Uncertainties (Million $) 
Categories of Cost Uncertainties 2005 2003 

A. Variable Retail Sales Volume/Revenue 0 0 
B. Recurring Cost Uncertainty   
1. Western hydro production and market price variability (2 dry hydro years) 20.5 18 
2. Calaveras hydro production – market price  (2 dry hydro years) 14.5 4.0 
3. Calaveras Plant outage – loss of production (1 occurrence) 1.0 1.5 
4. Market price risk - related to un-hedged load positions   (2 years) 12.5 5.0 
5. CAISO/transmission costs  (2 years) 4.3 4.0 
                                                                                               Subtotal (A and B) 52.8 32.5
C.  One-time Cost Contingencies   
6. Regulatory and legal cost uncertainties 18.0 10 
7. Supplier default   (1 occurrence ) 6.0 6.0 
8. Thermal plant investment initial working capital 0 5.0
      Subtotal (C)   $ 24.0 21.0
                                                                                             Sum (A) (B) and (C) 76.8      53.5
          
      Electric Supply RSR Minimum/Maximum Guideline FY 2005-06 29.9 / 59.8 N/A 
       Projected reserve beginning balance July 1, 2005  56.1 N/A 

 
 
Gas Supply RSR 
Analysis of the gas supply cost uncertainties and RSR requirements revealed that the $12.2 
million cost uncertainty identified in the 2003 analysis has now dropped slightly to $11.5 
million. This drop is mainly a result of staff decision not to provide reserves to cushion an 
increase in gas pool customer loads. The market price risk for the un-hedged pool load scenario 
has increased with increasing market prices. The analysis also revealed that the 2003 Council 
approved Minimum and Maximum Guideline range of 37.5% - 75% of budgeted supply 
purchase cost is still valid.  
 
Since a large part of the pool load has been purchases at known cost for FY 05-06, they cost 
uncertainty for FY 05-06 is much smaller than the scenario evaluated above. Hence, Gas Supply 
RSR levels for FY 05-06 should be close to the Minimum Guideline level of $7.6 million.  
 

UAC 5/4/05 Item 3                                                                                                                                     Page 4 of 10 



Table 3:  Summary of Gas Supply Cost Uncertainties (Millions $) 
       Categories of Cost Uncertainties 2005 2003 

A) Variability in Retail Sales Volume 0 2.4 
B) Recurring Cost Uncertainty - Market Price – un-hedged pool loads for two 
years  8.5 6.8 

C) One-Time Cost Contingency   3.0 3.0
                                                                                  Sum (A) (B) and (C) 11.5 12.2 

      Gas Supply RSR Minimum/Maximum Guideline FY 2005-06 7.6 / 15.2 N/A 
       Projected reserve beginning balance July 1, 2005  7.5 N/A 

  
RESOURCE IMPACT 
Council affirming the continued application of the currently approved Maximum and Minimum 
Supply RSR Guidelines will not automatically trigger a rate increase or decrease as retail rate 
changes may only be approved by Council. When approving retail rate changes Council may 
consider the projected reserve balances and related RSR guidelines. 
 
ALTERNATIVES 
The current supply reserve policy is to hold adequate funds to mitigate the cost uncertainties and 
contingencies anticipated over a two-year period without having to resort to an immediate rate 
increase. An alternative is to maintain minimal cash in reserves and adjust rates as needed to 
cover cost uncertainties as they manifest. Both approaches are equally valid, but the alternative 
to the current policy reduces the ability of reserves to hold rates stable and may not comport with 
Council’s objective of providing stable rates.  
 
POLICY IMPLICATIONS 
Affirming the current Electric and Gas Supply Rate Stabilization Reserve Guidelines does not 
represent a change to existing policies.  Staff’s proposal meets the following Utilities Strategic 
Plan objective to “provide superior financial service to the City and competitive rates to 
customers”.   
 
ENVIRONMENTAL REVIEW 
The adoption of the resolution does not constitute a project under the California Environmental 
Quality Act; therefore, no environmental assessment is required. 
 
ATTACHMENT 
Detailed Analysis of Electric and Gas Supply Cost Uncertainties – 2005 Update 
 
PREPARED BY: Karla Dailey   Lucie Hirmina 
   Monica Padilla    Shiva Swaminathan 
       
REVIEWED BY:     TOM AUZENNE, Assistant Director, Utilities Customer Services 
 
DEPARTMENT HEAD:  ______________________________   

JOHN ULRICH 
 Director of Utilities
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Attachment A: Detailed Analysis of Generic Supply Cost Uncertainties – 2005 Update 
 

Update of Electric Supply Cost Uncertainties & Contingency Reserve Needs 
Cost uncertainties identified for the electric supply portfolio totaling $ 76.8 million are tabulated 
below followed by a discussion of the uncertainties.  

 
Summary of Electric Supply Cost Uncertainties 

Categories of Cost Uncertainties Million $ 
A. Variable Retail Sales Volume/Revenue $  0 
B. Recurring Cost Uncertainty  
1. Western hydro production and market price variability (2 dry hydro years) 20.5 
2. Calaveras hydro production – market price  (2 dry hydro years) 14.5 
3. Calaveras Plant outage – loss of production (1 occurrence) 1.0 
4. Market price risk - related to un-hedged load positions (2 years) 12.5 
5. CAISO/transmission costs  (2 years) 4.3 
                                                                                               Subtotal (A and B) 52.8
C.  One-time Cost Contingencies  
6. Regulatory and legal cost uncertainties 18.0 
7. Supplier default   (1 occurrence ) 6.0 
8. Thermal plant investment initial working capital 0
      Subtotal (C)   $ 24.0
                                                                                                       Sum (A) (B) and (C) 76.8      
         
      Electric Supply Rate Stabilization Reserve Minimum/Maximum Guideline FY 2005-06 29.9 / 59.8 
       Projected reserve beginning balance July 1, 2005   56.1 

 
A. Variable Retail Sales Volume 
Retail sales volume may vary due to the economic climate, conservation, price elasticity and/or 
weather. In the event of lower sales volume, surplus energy purchases may be sold into the 
market with minimal or no net impact on overall Supply revenues. Weather related higher loads 
create mainly a capacity/transmission and reliability issue, thought market prices tend to be 
higher during the period. With the ability to shape Calaveras and Western energy in to peak load 
periods, CPAU has flexible resources to meet short-term spikes in load. A sustained load surge 
along with high market prices will adversely affect the supply costs. However, this will result 
higher distribution sales revenue. Hence, no reserves are recommended to cover this uncertainty 
in the Supply RSR.  
  
B. Recurring Cost Uncertainties 
1. Western Hydro Production and Market Price Variability = $20.5 million 

Western energy is expected to provide ~40% of the City’s energy needs in an average hydro 
year. However, Western energy could vary between 25-55% of City’s energy needs 
depending on hydro conditions at a 10%-90% probability exceedence level. Assuming 
market prices and hydro conditions are negatively correlated, the supply cost variability was 
computed. A maximum reserve target of $20.5 million was recommended to cover two 
consecutive dry hydro years. (90 percentile dry hydro scenario for two years). The 
probability of consuming the 20.5 million in any two-year period is approximately 10%.   
 

UAC 5/4/05 Item 3                                                                                                                                     Page 6 of 10 



Lower than average energy production forecasts for FY 05-06 based on the 2004/05 
hydrological year reduces the need to carry full reserves in FY 05-06 as it is not expected 
that energy production will be much lower than the current low projections. Further, staff is 
evaluating a complementary energy exchange product with existing suppliers to help reduce 
hydro cost uncertainty in the future and may result in reducing the need to carry large 
reserves.   

 
2. Calaveras Hydro Production – Market Price Uncertainty = $14.5 million 

Palo Alto’s share of Calaveras hydro production from 2005 forward is expected to meet 
~12% of the City’s energy needs in an average hydro year. This could vary between 4-22% 
of the City’s energy needs depending on hydro conditions at a 10%-90% probability level. 
Assuming market prices and hydro conditions are negatively correlated, the supply cost 
variability was computed. A maximum reserve target of $14.5 million is recommended to 
cover two consecutive dry hydro years (90% percentile dry hydro scenario for two years). 
The probability of consuming the $14.5 million in two years is estimated at approximately 
10%.  
 
Since CY 2005 production is expected to be 125% of average, the reserve needs related to 
this contingency for FY 05-06 are expected to be low as it is unlikely that the hydro 
generation from Calaveras will be at a dry hydro year level in FY 05-06.  
 

3. Calaveras Plant Outage = $1 million 
Value loss related to plant outage will be greatest if the plant loss occurs during the 
uncontrolled run-offs in the spring months and the plant is forced to spill water. Value of 
lost production/spill during the spring months is valued at ~$1 million if the outage lasts for 
two months. Since the plant insurance coverage against lost production does not begin until 
the 3rd month of outage, a reserve level of $1 million is recommended to be maintained to 
cover this contingency. NCPA Plant insurance is expected to cover most of the additional 
low probability/high impact contingencies related to plant outages. Though the probability 
of plant outage is < 1%, the probability of consuming this reserve for other plant related 
events is difficult to quantify.   
 

4. Market Price Risk - Related to Un-hedged Load Positions = $12.5 million    
The Short-Term Electricity Acquisition Plan (STEAM) developed by staff sets parameters 
for procuring supplies from the market over a 3-year rolling window to meet load. This 
laddered purchase strategy could result in 20% open position in Year 1 and a 30% open 
Year 2 if purchases are made at the lower end of the STEAM guidelines.   
 
If market prices increase rapidly, when the City has not procured all electric supply needs, 
the budgeted cost over 2 years has the potential to increase by $12.5 million (average of 250 
GWh/year over two years experiencing a $25/MWh price increase). A $12.5 million 
maximum reserve to cover this contingency has been included. The probability of 
consuming the $12.5 million in two years is estimated at around 10%. 
 
For FY 05-06, close to 90% of needed supply has been purchased, and hence the reserves 
requirement for the year is projected to be less than $2 million.    

 
5. CAISO/Transmission Cost Uncertainty = $4.3 million 
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This relates to ancillary services available through Western as well as transmission, 
reliability service charges, and ISO costs. A $4.3 million maximum reserve level has been 
included to cover this uncertainty. With the ever-changing market-design proposals, the 
probability of consuming the full extent of the reserve is difficult to quantify.  
 

C. One-Time Cost Contingencies 
6. Miscellaneous Regulatory Uncertainties = $18 million 

Regulatory and legal uncertainties are numerous and difficult to quantify. Historically, the 
potential for contested issues between CPAU and other parties has existed.  CPAU has been 
involved in a number of litigation events and others could arise in the future. Examples 
include events such as various regulatory rulings that could allow miscellaneous PG&E cost 
pass-through to NCPA and Western, and CVP cost allocation issues related to Western 
energy rates. Although there is a high degree of uncertainty surrounding potential outcomes 
of regulatory rulings, disputes, and litigation, it is appropriate to provide funds in the 
Electric Supply RSR. A nominal reserve of $18 million is estimated to cover adverse 
regulatory and legal outcomes. The $18 million estimate is primarily to cover regulatory 
uncertainty related to PG&E-Western dispute, and does not include legal uncertainties. The 
probability that the full extent of this reserve will be consumed in FY 05-06 is very high.  

 
7. Supplier Default = $6 million 

CPAU’s current credit exposure with its four electric suppliers is $19 million, though the 
probability that one of the suppliers would default on the supply contract and force CPAU to 
purchase that counterparty’s supply commitments from the open market is less than 1%. 
However remote the probability of such an occurrence at the present time, the impact of 
such an event could be high and reserves will be managed with this in mind. A $6 million 
maximum reserve level, similar to the 2003 study levels, has been included to cover this 
uncertainty. The $6 million is to cover the mark-to-market value of the defaulting supplier 
commitments to CPAU.  The full extent of this reserve is unlikely to be consumed in FY 05-
06.    
 

8. Thermal Plant Investment Initial Working Capital = $0 million 
In accordance with Council approved LEAP Guidelines, staff is pursuing thermal plant 
investments/acquisition opportunities. Though initial working capital cost related feasibility 
studies, potential land acquisition, pollution air credit purchases, and related costs may be 
incurred, no specific reserve levels are recommended at this time. The 2003 analysis had 
provided for a $5 million working capital reserve.      
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Update of Gas Supply Cost Uncertainties and Contingency Reserve Needs 
Cost uncertainties identified for the gas supply portfolio totaling $ 11.5 million are tabulated 
below followed by a discussion of the uncertainties. The current guideline formulas appear to be 
adequate to address these uncertainties.   
 

Summary of Gas Supply Cost Uncertainties 
       Categories of Cost Uncertainties Million $ 

A) Variability in Retail Sales Volume 0 
B) Recurring Cost Uncertainty - Market Price – un-hedged pool loads for two years  8.5 
C) One-Time Cost Contingency   3.0
      Sum of 1,2, 3 11.5 
  
      Gas  Supply Rate Stabilization Reserve Minimum/Maximum Guideline FY 2005-06 7.6 / 15.2 
       Projected reserve beginning balance July 1, 2005  (per proposed budget) 7.5 

 
The current guideline formulas appear to be adequate to address volatile gas market prices.   
 
A.  Variability in Pool Retail Sales Volume = $0  

For the Gas Fund Supply RSR, a volumetric rise rather than a sales decline is a situation that 
can cause a reserve withdrawal. If pool loads are higher than expected, additional supplies 
must be purchased at prevailing market prices.  If market prices are high, the result is a 
decrease in net revenue for the pool and a withdrawal from the Gas Supply RSR. $2.4 
million in reserves protects the City from net revenue declines over two years. However, 
since a surge in sales volume will increase distribution sales revenue, no reserves are 
recommended at this time.  

 
B. Market Price Risk = $8.5 million 

The gas commodity laddering strategy (CMR:196.01 and 167:04) leaves some exposure to 
un-hedged portions of the pool load at the time that the purchased gas cost budget is 
developed. According to the gas laddering strategy, 40% to 60% of the load may be exposed 
to market prices over 2 years, though staff tend to maintain the exposure closer to an 
average of 20-30% over the next 2 years.  
 
If on average supply for 50% of the pool load remains un-hedged over a 2 year period, and a 
rapid market price increase is experienced, staff estimate costs over 2 years could increase 
by as much as $8.5 million (50% of 2.64 million MMBtu/year * 2 years * a $3.25/MMBtu 
increase in market price). A reserve level of $8.5 million is recommended to cover this 
contingency. With the laddering strategy the probability on consuming $8.5 million over 2 
years is estimated at 10%. 
 
Close to 90% of pool loads have purchases for FY 05-06, hence the market price uncertainty 
in the coming year is less than $1 million. 
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C. One-Time Cost Contingency  = $3.0 million 
Such contingencies could be regulatory and legal cost uncertainties as well as supplier 
default/credit risk. Suppler default/credit risk is the risk that one or more of CPAU’s gas 
suppliers would default on fixed-price gas delivery. CPAU’s current credit exposure with its 
five gas suppliers is $5.7 million, though the probability that one of the suppliers would 
default is less than 1%.  
 
Several uncertain regulatory and legal outcomes also exist. A nominal reserve of $3 million 
is estimated to cover adverse regulatory, legal and supplier default/credit risk. The overall 
probability of consuming the full extent of this reserve in FY 05-06 is estimated to be very 
high.  
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Quarterly Financial Report for 
Electric Utility 

City Council Shirtsleeve 
Session
11/15/2006



Background

l Electric Department financial position was presented 
to council on October 18, 2005

– Revenues & Expense Financial Structure
– Discussion of net open position procurement
– Discussion of power supply revenues and expenses

l Financial Plan Process was Presented
– Stabilizing purchased power costs in the short term
– Correcting Revenue/Expense imbalances through 

application of a MCA
– Implementing a long term rate structure and financial plan



Issue

l Long term financial plan includes a risk 
management program
– Reporting

l What is reported
l Who prepares

– Procurement strategies
– Ex: Palo Alto uses a laddering strategy purchasing up to 

100% of forecasted load for upcoming 18 months, up to 
75% of load for 19 to 29 months out and up to 50% of load 
for 27 to 36 months out

– Authorization limits/checks and balances



Issue (Cont)

l Until Long term financial plan is completed 
our goal is to begin establishing a culture of 
providing quarterly oversight reports to 
council

l Today we are providing:
– Electric Utility Proforma
– Net Open Positions FY06 and FY07
– Summary of rate and MCA revenue
– Summary of Market Transactions by Month
– Example Risk Management Report from Palo Alto



Issue



Questions/Discussion



Financial Structure -
Expenses

13%

65%

8%

14%
0%

O&M Bulk Power Debt Transfers CIP's

O&M             $  8.4 Million

Bulk Power   $ 42.7 Million

Debt              $   5.2 Million 

CIP’s             $     .1 Million 

Transfers      $   9.5 Million

Total             $ 65.9 Million



Financial Structure –
Revenues

Power Sales Investments Services Other

Power Sales           $ 55.1   Million

Investments            $     .95 Million

Services                 $     .59 Million

Other                      $     .14 Million

Total                       $ 56.7 Million



Financial Structure –
Revenues and Expenses

Total Revenue vs. Total Expenses
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Energy Balance
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Price vs. Short Position
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Open Position Sensitivity
to Price Changes (9/27/2005)
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Issue – High Prices

l Hurricanes damaged gas supply infrastructure
– Uncertainty in return to production
– Diminished injection for future use
– Projections of additional storms

l Competing requests for supply offers  driving up 
prices

– SCE
– PG&E
– APS



Budget Impacts of 
Changing Market Prices

56
.7

56
.7

56
.7

56
.765

.6

67
.4 71

.3

63
.5

$0

$10

$20

$30

$40

$50

$60

$70

$80

As Budgeted Sep 27 +0% Sep 27 +30% Sep 27 -30%

B
u

d
g

et
 (

$ 
m

ill
io

n
s)

Revenues Expenses

15.7% 18.9% 25.7% 12.0%



Long Term - Revenues

Bulk Power Revenues vs. Bulk Power Expenses
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Cash 
Electric Water Wastewater 

771,588 292,301 769,770 

Current Assets 33,516,295 5,846,i 76 3,258,822 
Current Liablitities 6,347.522 3.003.547 923,228 
Net Current Assets 27,168,773 2,842,629 2,335,594 

Current Ratio 5.28 1.95 3.53 

Total Assets 106,569,576 241 02,825 39,111,371 
Total Liabilities 88,786,669 27,529,144 10,503.566 
Net Assets 17,782,907 -3,426,319 28,607,805 

Change in Net Assets 3,460,852 

Net Assets /Assets 0.17 -0.14 0.73 

DebVEquity 4.99 -8.03 0.37 

Source: City of Lodi Comprehensive Annual Financial Reports 



Cash 

Current Assets 
Current Liablitities 
Net Current Assets 

Current Ratio 

Total Assets 
Total Liabilities 
Net Assets 

Change in Net Assets 

Net Assets /Assets 

DebtlEquity 

For Fiscal Years 1999-2005 
9 
1 2004 
Electric Water Wastewater 

I 
6,347,087 

34,030,202 
11 -656,259 
22,373,943 

2.92 

106,864,572 
91 -1 70.428 
15,694,144 

(2,088,763) 

0.15 

5.81 

1,442,231 

2,470,279 
2,268,525 

201,754 

1.09 

24,664,084 
25.81 7.806 
-1,153,722 

2,272,597 

-0.05 

-22.38 

4,568,925 

32,383,623 
4,568,869 

27,814,754 

7.09 

79,549,872 
46.433.364 
33,116,508 

4,508,703 

0.42 

1.40 

Source: City of Lodi Comp 



Cash 

Current Assets 
Current Liablitities 
Net Current Assets 

Current Ratio 

Total Assets 
Total Liabilities 
Net Assets 

Change in Net Assets 

Net Assets /Assets 

DebtlEquity 

Unaudited 
2005 

Electric Water Wastewater 
4,896,603 4,300,091 

24,988,681 5,312,046 
3.707.65 1 2,799.048 

21,281,030 2,512,998 

6.74 1.90 

94,560,612 25,530,897 
81,286,022 4,912,327 
13,274,590 20,618,570 

(2,419,554) 21,772,292 

0.14 0.81 

6.12 0.24 

584,922 

19,635,948 
2,787,966 

16,847,982 

7.04 

75,463,733 
43,571 502 
31,892,231 

(1,224,277) 

0.42 

1.37 

Source: City of Lodi Cornp 



Water Operating FY 04/05
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Water Operating FY 04/05
(Total of All Accounts)
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Water Capital FY 04/05
(All Water Funds)
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Wastewater Operating FY 04/05
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Wastewater Operating Totals FY 04/05
(Total of All Wastewater Accounts)
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Wastewater Capital Projects FY 04/05
(All Wastewater Funds)
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Public Works – Water/Wastewater Division Vacancies/Staffing Needs 
 
§ Water/Wastewater Superintendent (Division Manager) 

o Duties being shared by various staff 
o Intend to change position to require more technical background 

 
§ Water Conservation Coordinator 

o Some duties being set aside, some being handled by supervisor, 
part-time help 

o Intend to combine with environmental education/outreach 
 
§ Senior Plant & Equipment Mechanic 

o Duties being covered by temporary upgrade 
o Evaluating one supervisor position over this function rather than 

multiple supervisors (i.e. “flatten” organization) 
 
§ Wastewater Treatment Plant Operator (2 vacancies) 
§ Maintenance Worker (White Slough) 

o Duties being covered by rotation, maintenance suffering 
o Evaluating combined maintenance/operator-in-training position. 

 
§ Management Analyst 

o Contract position (intended to become permanent) eliminated in 
budget cuts 

o Analyst from PW Administration handling some duties  
o Evaluating combining with environmental education/outreach and 

other regulatory compliance 
 
§ Other needs 

o Technical Support in Water/Wastewater 
• Engineering staff rotating to MSC 
• Two other engineering positions are vacant 
• More contracting (meter installations & administration) 

o Environmental Compliance 
• Increased sampling pertaining to State Permits 
• PCE/TCE monitoring 
• Other chemicals in sewers/storm drains 

o State Certifications and Oversight/Regulation 
• More being required 

o Participation in Regional Water Supply Activities 
• Mokelumne Forum, MORE Water Project, 

Groundwater Banking Authority, SJ County Water 
Advisory  Commission 




